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NATIONAL BANK AMENDMENTS 


TUESDAY, MAY 26, 1959 


House or REPRESENTATIVES, 
(COMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE No. 2, 
Washington, D.C. 
The subcommittee met, pursuant to call, at 10 a.m., Hon. Paul Brown 


presiding. 
[H.R. 6092, 86th Cong., 1st sess. ] 


A BILL To amend the lending and borrowing limitations applicable to national banks, and 
to authorize the appointment of two additional Deputy Comptrollers of the Currency 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 327 of the Revised Statutes 
(12 U.S.C. 4) is amended to read as follows: 

“Sec. 327. The Secretary of the Treasury shall appoint no more than five 
Deputy Comptrollers of the Currency, one of whom shall be designated First 
Deputy Comptroller of the Currency, and shall fix their salaries. Each Deputy 
Comptroller shall take the oath of office and give the United States a surety 
bond in the penalty of $50,000, to be approved by the Secretary of the Treasury, 
conditioned for the faithful discharge of the duties of his office, and shall perform 
such duties as the Comptroller shall direct. During a vacancy in the office or 
during the absence or disability of the Comptroller, each Deputy Comptroller 
shall possess the power and perform the duties attached by law to the office 
of the Comptroller under such order of succession following the First Deputy 
Comptroller as the Comptroller shall direct.” 

(b) The first paragraph under the heading “Treasury Department” and sub- 
heading “Office of the Comptroller of the Currency” in the first section of the 
Act of March 4, 1909 (35 Stat. 867; 12 U.S.C. 5), is repealed. 

(c) Section 209(b) of the Act of March 4, 1923 (42 Stat. 1467; 12 U.S.C. 4, 6), 
is amended— 

(1) by striking out the first two sentences ; and 

(2) by striking out “the two Deputy Comptrollers now provided for by 
law” in the fifth sentence and inserting in lieu thereof “the Deputy Comp- 
trollers”’, and by striking out the semicolon and all that follows in such 
fifth sentence and inserting in lieu thereof a period. 

Sec. 2. Section 5202 of the Revised Statutes (12 U.S.C. 82) is amended by 
inserting after “or otherwise,” the following: “plus the amount of its unimpaired 
surplus fund,”’. 

Sec. 3. (a) Paragraph (6) of section 5200 of the Revised Statutes (12 U.S.C. 
84) is amended by striking out “secured upon” and inserting in lieu thereof 
“secured by”, and by adding at the end of the paragraph the following new 
sentence: “Obligations of any person, copartnership, association, or corporation 
in the form of notes or drafts secured by shipping documents, warehouse receipts, 
or other such documents transferring or securing title covering refrigerated or 
frozen readily marketable staples when such property is fully covered by in- 
surance, shall be subject under this section to a limitation of 15 per centum of 
such capital and surplus in addition to such 10 per centum of such capital and 
surplus when the market value of such staples securing such obligation is not 
at any time less than 115 per centum of the face amount of such additional 
obligation, but this exception shall not apply to obligations of any one person, 
copartnership, association, or corporation arising from the same transactions 
and/or secured by the identical staples for more than six months.” 
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(b) Paragraph (7) of such section 5200 is amended by adding at the end 
thereof the following new sentence: “Obligations of dealers in dairy cattle 
arising out of the sale of dairy cattle which bear a full recourse endorsement 
or unconditional guaranty of the seller, and secured by the cattle being sold, 
shall be subject under this section to a limitation of 15 per centum of such capital 
and surplus in addition to such 10 per centum of such capital and surplus.” 

(c) Paragraph (8) of such section 5200 is amended by striking out “in the 
form of notes”. 

(d) Such section 5200 is further amended by adding at the end thereof the 
following new paragraph: 

*(13) Obligations as endorser or guarantor of negotiable or nonnegotiable 
installment consumer paper which carries a full recourse endorsement or un- 
conditional guaranty by the person, copartnership, association, or corporation 
negotiating the same, shall be subject under this section to a limitation of 15 per 
centum of such capital and surplus in addition to such 10 per centum of such 
capital and surplus: Provided, however, That if the bank’s files or the knowledge 
of its officers of the financial condition of each maker of such obligations is 
reasonably adequate, and upon certification by an officer of the association 
designated for that purpose by the board of directors of the association, that 
the responsibility of each maker of such obligations has been evaluated and the 
association is relying primarily upon each such maker for the payment of such 
obligations, the limitations of subsection (a) of this section as to the obligations 
of each such maker shall be the sole applicable loan limitation : Provided further, 
That such certification shall be in writing and shall be retained as part of the 
records of such association.” 

Sec. 4. (a) The second sentence of section 24 of the Federal Reserve Act 
(12 U.S.C. 371) is amended to read as follows: “A loan secured by real estate 
within the meaning of this section shall be in the form of an obligation or obli- 
gations secured by a mortgage, trust deed, or other instrument upon real estate, 
which shall constitute a first lien on real estate in fee simple or, under such 
rules and regulations as may be prescribed by the Comptroller of the Currency, 
on a leasehold under a lease which does not expire, or which under its terms 
may be renewed or extended at the option of the lessee so that it will not expire, 
for at least 10 years beyond the maturity date of the loan, and any national bank- 
ing association may purchase any obligation so secured when the entire amount 
of such obligation is sold to the association.” 

(b) (1) Clause (2) of the third sentence of section 24 of such Act is amended 
by striking out “6624 per centum” and inserting in lieu thereof “75 per centum”. 

(2) The third sentence of such section 24 is further amended by inserting 
before the period at the end of the third sentence a comma and the following: 
“and shall not apply to real estate loans which are fully guaranteed or insured 
by a State, or by a State authority for the payment of the obligations of which 
the faith and credit of the State is pledged, if under the terms of the guaranty or 
insurance agreement the association will be assured of repayment in accordance 
with the terms of the mortgage”. 

(c) The third paragraph of section 24 of such Act is amended to read as 
follows: 

“Loans made to finance the construction of industrial or commercial buildings 
and having maturities of not to exceed eighteen months where there is a valid 
and binding agreement entered into by a financially responsible lender to advance 
the full amount of the bank’s loan upon the completion of the buildings, and 
loans made to finance the construction of residential or farm buildings and having 
maturities of not to exceed nine months, shall not be considered as loans secured 
by real estate within the meaning of this section but shall be classed as ordinary 
commercial loans whether or not secured by a mortgage or similar lien on the 
real estate upon which the building or buildings are being constructed: Provided, 
That no national banking association shall invest in, or be liable on, any such 
loans in an aggregate amount in excess of 100 per centum of its actually paid-in 
and unimpaired capital plus 100 per centum of its unimpaired surplus fund. 
Notes representing loans made under this section to finance the construction of 
residential or farm buildings and having maturities of not to exceed nine months 
shall be eligible for discount as commercial paper within the terms of the second 
paragraph of section 13 of this Act if accompanied by a valid and binding 
agreement to advance the full amount of the loan upon the completion of the 
building entered into by an individual, partnership, association, or corporation 
acceptable to the discounting bank.” 
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(d) Section 24 of such Act is further amended by adding at the end thereof the 
following new paragraph: 

“fToans made to manufacturing and industrial businesses where the association 
looks for repayment out of the operations of the borrower’s business, relying 
primarily on the borrower’s general credit standing and forecast of operations, 
with or without other security, but wishes to take a mortgage on the borrower’s 
real estate as a precaution against contingencies, shall not be considered as real 
estate loans within the meaning of this section but shall be classed as ordinary 
commercial loans.” 


SECTION-BY-SECTION SUMMARY OF H.R. 6092 


Section 1 increases the number of Deputy Comptrollers of the Currency by 
two, authorizing a total employment of five Deputy Comptrollers. 

Section 2 increases the borrowing authority of national banks from 100 per- 
cent of capital to 100 percent of capital and surplus. This authority would 
permit national banks to meet temporary high seasonal demands of their cus- 
tomers by borrowing from correspondent banks. 

Section 3 amends the lending limitations of national banks in the following 
manner : 

(1) It increases from 10 to 25 percent of capital and surplus the amount of 
obligations which may be acquired from a single borrower if they are secured 
by insured refrigerated or frozen readily marketable staples. 

(2) It increases from 10 to 25 percent of capital and surplus the amount of 
obligations which may be acquired by a national bank from a single borrower 
arising out of the sale of dairy cattle when the obligations bear the full recourse 
endorsement or unconditional guarantee of the seller and are secured by the 
dairy cattle being sold. 

(3) It permits any obligations, whether or not in the form of notes, secured 
by U.S. Government obligations to be acquired up to 25 percent of the national 
bank’s capital and surplus. 

(4) It sets a limit of 25 percent of capital and surplus on the total amount 
of consumer installment paper, whether negotiable or nonnegotiable, which 
may be acquired from a single dealer. This limit will not apply to obligations 
where the bank relies on the credit of the original borrower, if a bank officer 
executes a written certificate to that effect. In that case, the usual limit of 
10 percent of capital and surplus would apply on all loans to that particular 
borrower. Under present law there is no limitation on the amount of negotiable 
consumer installment paper which could be acquired from a dealer. Nonnego- 
tiable consumer paper could only be acquired under present law up to 10 percent 
of capital and surplus. 

Section 4 makes a number of changes in the law governing real estate loans 
made by national banks. 

(1) It authorizes loans secured by leaseholds which run or may be extended 
at the option of the lessee to run for a period of 10 years beyond the maturity 
of the loan. Under present law a lease to qualify for a real estate loan must 
be for 99 years and be renewable or must have a period of not less than 50 
years to run from the date the loan is made. 

(2) It increases the loan-to-appraised-value ratio from 66% to 75 percent 
in the case of 20 years fully amortized loans. 

(3) Real estate loans which are fully guaranteed or insured by a State or 
State authority are exempted from the usual real estate loan limitations. 

(4) National banks would be authorized to make 18-month construction loans 
on industrial and commercial buildings where there is a valid and binding 
take-out agreement, without regard to the usual real estate loan limitations. 
The total amount of all authorized construction loans, industrial, commercial, 
residential, or agricultural, would be increased from 50 percent of capital to 
100 percent of capital and surplus. 

(5) Loans made to manufacturing and industrial businesses where the na- 
tional bank relies primarily on the borrower's general credit standing and future 
prospects would be considered as ordinary commercial loans and not subject 
to the real estate loan limitations even though a mortgage on real estate is 
taken as an additional precaution. 
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[H.R. 60938, 86th Cong., 1st sess.] 


A BILL To amend the national banking laws to clarify or eliminate ambiguities, to repeal 
certain laws which have become obsolete, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) the paragraph designated “Seventh” 
in section 5136 of the Revised Statutes (12 U.S.C. 24) is amended by striking 
out “or the Home Owners’ Loan Corporation”. 

(b) Section 23A of the Federal Reserve Act (12 U.S.C. 371c) is amended— 

(1) by striking out “the Federal Home Loan Banks, or the Home Owners’ 
Loan Corporation” in the second paragraph and inserting in lieu thereof ‘‘or 
the Federal Home Loan Banks”: and 

(2) by striking out “, or the Home Owners’ Loan Corporation” in the third 
paragraph. 

Sec. 2. Section 5168 of the Revised Statutes (12 U.S.C. 26) is amended by 
striking out “at least fifty per centum” and inserting in lieu thereof “all’’. 

Sec. 3. Section 2 of the Act of May 1, 1886 (ch. 73, 24 Stat. 18; 12 U.S.C. 30) 
is amended to read as follows: 

“Sec. 2. Any national banking association, with the approval of the Comp- 
troller of the Currency, may change its name or change the location of the main 
office of such association within the limits of the city, town, or village in which 
it is situated. Any national banking association, with the approval of the Comp- 
troller of the Currency, may change the location of the main office of such asso- 
ciation to any other location outside the limits of the city, town, or village in 
which it is located, but not more than thirty miles distant, by the vote of share- 
holders owning two-thirds of the stock of such association. A duly authenticated 
notice of the vote and of the new name or location selected shall be sent to the 
Comptroller of the Currency; but no change of name or location shall be valid 
until the Comptroller shall have issued his certificate of approval of the same.” 

Sec. 4. Section 5140 of the Revised Statutes (12 U.S.C. 53) is amended to 
read as follows: 

“Sec. 5140. All of the capital stock of every national banking association shall 
be paid in before it shall be authorized to commence business.” 

Sec. 5. Section 5141 of the Revised Statutes (12 U.S.C. 54) is repealed. 

Sec. 6. Section 1 of the Act of May 1, 1886 (ch. 73, 24 Stat. 18), is repealed. 

Sec. 7. Section 5151 of the Revised Statutes (12 U.S.C. 63) and section 23 of 
the Federal Reserve Act (12 U.S.C. 64) are repealed. 

Sec. 8. Section 2 of the Act of June 30, 1876 (ch. 156, 19 Stat. 68; 12 U.S.C. 
65), is repealed. 

Sec. 9. Section 5149 of the Revised Statutes (12 U.S.C. 75) is amended to read 
as follows: 

“Sec. 5149. When the day fixed in the articles of association for the regular 
annual meeting of the share holders falls on a legal holiday in the State in which 
the bank is located, the shareholders meeting shall be held, and the directors 
elected, on the next following banking day. If, from any cause, an election of 
directors is not made on the day fixed, or in the event of a legal holiday, on the 
next following banking day, an election may be held on any subsequent day 
within sixty days of the day fixed, to be designated by the board of directors, 
or, if the directors fail to fix the day, by shareholders representing two-thirds 
of the shares, at least ten days’ notice thereof in all cases having been given by 
first-class mail to the shareholders.” 

Sec. 10. Section 5202 of the Revised Statutes (12 U.S.C. 82) is amended by 
striking out the paragraph designated “Sixth”. 

Sec. 11. Section 5192 of the Revised Statutes (12 U.S.C. 144) is amended by 
striking out “in Alaska or’. 

Sec. 12. The second sentence of section 5211 of the Revised Statutes (12 U.S.C. 
161) is amended by striking out “five” and inserting in lieu thereof “ten”’. 

Sec. 13. Section 5213 of the Revised Statutes (12 U.S.C. 164) is amended by 
striking out “either of the two preceding sections” and inserting in lieu thereof 
“section 5211 of the Revised Statutes”. 

Sec. 14. Except as otherwise specifically provided by law, or by the articles 
of association of the particular national banking association, the articles of asso- 
ciation of a national banking association may be amended with respect to any 
lawful matter, and any action requiring the approval of the stockholders of such 
association may be had by the approving vote of the holders of a majority of the 
volting shares of the stock of the association obtained at a meeting of the stock- 
holders called and held pursuant to notice given by mail at least ten days prior 
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to the meeting or pursuant to a waiver of such notice given by all stockholders 
entitled to receive notice of such meeting. <A certified copy of every amendment 
to the articles of association adopted by the shareholders of a national banking 
association shall be forwarded to the Comptroller of the Currency, to be filed 
and preserved in his office. 

Sec. 15. The provisions of all Acts of Congress relating to national banks shall 
apply in the several States, the District of Columbia, the several Territories and 
possessions of the United States, and the Commonwealth of Puerto Rico. 

Sec. 16. Section 5220 of the Revised Statutes (12 U.S.C. 181) is amended by 
adding after the first sentence the following new sentence: “If the liquidation is 
to be effected in whole or in part through the sale of its assets to and the assump- 
tion of its deposit liabilities by another bank, the purchase and sale agreement 
must also be approved by its shareholders owning two-thirds of its stock unless 
an emergency exists and the Comptroller of the Currency specifically waives 
such requirement for shareholder approval.” 

SEC, 17. Section 1 of the Act of June 30, 1876 (ch. 156, 19 Stat. 63; 12 U.S.C. 
191), is amended by striking out “ , and enforce the personal liability of the share- 
holders, as provided in section fifty-two hundred thirty-four of said statutes”. 

Sec. 18. The second sentence of section 5234 of the Revised Statutes (12 U.S.C. 
192) is amended by striking out the semicolon after the word “direct” and all 
that follows and inserting in lieu thereof a period. 

Sec. 19. Section 3 of the Act of June 30, 1876 (ch. 156, 19 Stat. 63; 12 U.S.C. 
197), is amended to read as follows: 

“Sec. 3. (a) Whenever any national banking association shall have been or 
shall be placed in the hands of a receiver, as provided in section fifty-two 
hundred and thirty-four and other sections of the Revised Statutes of the 
United States and section 11 (c) of the Federal Deposit Insurance Act, and 
when, as provided in section fifty-two hundred and thirty-six of the Revised 
Statutes of the United States, there has been paid to each and every creditor of 
such association whose claim or claims as such creditor shall have been proved 
or allowed as therein prescribed, the full amount of such claims, and all expenses 
of the receivership, the Comptroller of the Currency or the Federal Deposit 
Insurance Corporation, where that Corporation has been appointed receiver of 
the bank, shall call a meeting of the shareholders of the association by giving 
notice thereof for thirty days in a newspaper published in the town, city, or 
county where the business of the association was carried on, or if no newspaper 
is there published, in the newspaper published nearest thereto. At such meet- 
ing the shareholders shall determine whether the receiver shall be continued 
and shall wind up the affairs of the association, or whether an agent shall be 
elected for that purpose, and in so determining the shareholders shall vote by 
ballot, in person or by proxy, each share of stock entitling the holder to one vote, 
and the majority of the stock in number of shares shall be necessary to determine 
whether the receiver shall be continued, or whether an agent shall be elected. 
In case such majority shall determine that the receiver shall be continued, the 
receiver shall thereupon proceed with the execution of the trust, and shall sell, 
dispose of, or otherwise collect the assets of the association, and shall possess 
all the powers and authority, and be subject to all the duties and liabilities 
originally conferred or imposed upon such receiver so far as they remain ap- 
plicable. In case such meeting shall, by the vote of a majority of the stock in 
number of shares, determine that an agent shall be elected, the meeting shall 
thereupon proceed to elect an agent, voting by ballot, in person or by proxy, 
each share of stock entitling the holder to one vote, and the person who shall 
receive votes representing at least a majority of stock in number of shares shall 
be declared the agent for the purposes hereinafter provided; and when such 
agent shall have executed a bond to the shareholders conditioned for the pay- 
ment and discharge in full or, to the extent possible from the remaining assets 
of the association, of each and every claim that may thereafter be proved and 
allowed by and before a competent court and for the faithful performance of his 
duties, in the penalty fixed by the shareholders at such meeting, with a surety 
or sureties to be approved by the district court of the United States for the dis- 
trict where the business of the association was carried on, and shall have filed 
such bond in the office of the clerk of such court, the Comptroller and the re- 
ceiver, or the Federal Deposit Insurance Corporation, where that Corporation 
has been appointed receiver of the bank, shall thereupon transfer and deliver to 
such agent all the undivided or uncollected or other assets of the association 
then remaining in the hands or subject to the order and control of the Comp- 
troller and such receiver, or either of them, or the Federal Deposit Insurance 
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Corporation; and for this purpose the Comptroller and such receiver, or the 
Federal Deposit Insurance Corporation, as the case may be, are severally em- 
powered and directed to execute any deed, assignment, transfer, or other instru- 
ment in writing that may be necessary and proper; and upon the execution and 
delivery of such instrument to such agent the Comptroller and such receiver or 
the Federal Deposit Insurance Corporation shall by virtue of this Act be dis- 
charged from any and all liabilities to the association and to each and all the 
creditors and shareholders thereof. 

“(b) Upon receiving such deed, assignment, transfer, or other instrument the 
person elected such agent shall hold, control, and dispose of the assets and 
property of the association which he may receive under the terms hereof for the 
benefit of the shareholders of the association, and he may in his own name, or 
in the name of the association, sue and be sued and do all other lawful acts and 
things necessary to finally settle and distribute the assets and property in his 
hands, and may sell, compromise, or compound the debts due to the association, 
with the consent and approval of the district court of the United States for the 
district where the business of the association was carried on, and shall at the 
conclusion of his trust render to such district court a full account of all his 
proceedings, receipts, and expenditures as such agent, which court shall, upon 
due notice, settle and adjust such accounts and discharge such agent and sureties 
upon such bond. In case any such agent so elected shall die, resign, or be re- 
moved, any shareholder may call a meeting of the shareholders of the association 
in the town, city, or village where the business of the association was carried on, 
by giving notice thereof for thirty days in a newspaper published in such town, 
city, or village, or if no newspaper is there published, in the newspaper published 
nearest thereto, at which meeting the shareholders shall elect an agent, voting 
by ballot, in person or by proxy, each share of stock entitling the holder to one 
vote, and when such agent shall have received votes representing at least a 
majority of the stock in number of shares, and shall have executed a bond to the 
shareholders conditioned for the payment and discharge in full or, to the extent 
possible from the remaining assets of the association, of each and every claim 
that may thereafter be proved and allowed by and before a competent court and 
for the faithful performance of his duties, in the penalty fixed by the share- 
holders at such meeting, with a surety or sureties, to be approved by such court, 
and file such bond in the office of the clerk of that court, he shall have all the 
rights, powers, and duties of the agent first elected as hereinbefore provided. 
At any meeting held as hereinbefore provided administrators or executors of 
deceased shareholders may act and sign as the decedent might have done if 
living, and guardians of minors and trustees of other persons may so act and 
sign for their ward or wards or cestui que trust. The proceeds of the assets of 
property of any such association which may be undistributed at the time of such 
meeting or may be subsequently received shall be distributed as follows: 

“First. To pay the expenses of the execution of the trust to the date 
of such payment. 

“Second. To repay any amount or amounts which have been paid in by 
any shareholder or shareholders of the association upon and by reason of 
any and all assessments made upon the stock of the association by order of 
the Comptroller of the Currency in accordance with the provisions of the 
statutes of the United States. 

“Third. To pay the balance ratably among such stockholders, in propor- 
tion to the number of shares held and owned by each. Such distribution 
shall be made from time to time as the proceeds shall be received and as 
shall be deemed advisable by the Comptroller of the Currency, or the 
Federal Deposit Insurance Corporation, or such agent, as the case may be.” 

Sec. 20. The fourth sentence of section 2 of the Federal Deposit Insurance 
Act (12 U.S.C. 1812) is amended to read as follows: “In the event of a vacancy 
in the office of the Comptroller of the Currency, and pending the appointment 
of his successor, or during the inability of the Comptroller to act, through absence 
from the city, illness, or otherwise, the Acting Comptroller of the Currency shall 
be a member of the Board of Directors in the place and stead of the Comptroller.” 

Sec. 21. The text of the Act of November 7, 1918, as amended (12 U.S.C. 33, 
84, 34a, 34b, and 34c), is amended to read as follows: 

“That (a) any national banking association or any bank incorporated under 
the laws of any State may, with the approval of the Comptroller, be consolidated 
with one or more national banking associations located in the same State under 
the charter of a national banking association on such terms and conditions as 
may be lawfully agreed upon by a majority of the board of directors of each 
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association or bank proposing to consolidate, and be ratified and confirmed by 
the affirmative vote of the shareholders of each such association or bank owning 
at least two-thirds of its capital stock outstanding, or by a greater proportion of 
such capital stock in the case of such State bank if the laws of the State where 
it is organized so require, at a meeting to be held on the call of the directors 
after publishing notice of the time, place, and object of the meeting for four 
consecutive weeks in a newspaper of general circulation published in the place 
where the association or bank is located, or, if there is no such newspaper, then 
in the paper of general circulation published nearest thereto, and after sending 
such notice to each shareholder of record by certified or registered mail at least 
ten days prior to the meeting, except to those shareholders who specifically waive 
notice, but any additional notice shall be given to the shareholders of such State 
bank which may be required by the laws of the State where it is organized. 
Publication of notice may be waived by unanimous action of the shareholders of 
the association or State bank. 

“(b) The consolidated association shall be liable for all liabilities of the 
respective consolidating banks or associations. The capital stock of such con- 
solidated association shall not be less than that required under existing law 
for the organization of a national bank in the place in which it is located: 
Provided, That if such consolidation shall be voted for at such meetings by the 
necessary majorities of the shareholders of each association and State bank 
proposing to consolidate, and thereafter the consolidation shall be approved 
by the Comptroller, any shareholder of any of the associations or State banks 
so consolidated who has voted against such consolidation at the meeting of the 
association or bank of which he is a stockholder, or who has given notice in 
writing at or prior to such meeting to the presiding officer that he dissents from 
the plan of consolidation, shall be entitled to receive the value of the shares so 
held by him when such consolidation is approved by the Comptroller upon 
written request made to the consolidated association at any time before thirty 
days after the date of consummation of the consolidation, accompanied by the 
surrender of his stock certificates. 

“(c) The value of the shares of any dissenting shareholder shall be ascer- 
tained, as of the effective date of the consolidation, by an appraisal made by a 
committee of three persons, composed of (1) one selected by the vote of the 
holders of the majority of the stock, the owners of which are entitled to payment 
in cash; (2) one selected by the directors of the consolidated banking associa- 
tion; and (3) one selected by the two so selected. The valuation agreed upon 
by any two of the three appraisers shall govern. If the value so fixed shall 
not be satisfactory to any dissenting shareholder who has requested payment, 
that shareholder may, within five days after being notified of the appraised 
value of his shares, appeal to the Comptroller, who shall cause a reappraisal to 
be made which shall be final and binding as to the value of the shares of the 
appellant. 

“(d) If, within ninety days from the date of consummation of the consolida- 
tion, for any reason one or more of the appraisers is not selected as herein 
provided, or the appraisers fail to determine the value of such shares, the 
Comptroller shall upon written request of any interested party cause an 
appraisal to be made which shall be final and binding on all parties. The 
expenses of the Comptroller in making the reappraisal or the appraisal, as the 
case may be, shall be paid by the consolidated banking association. The value 
of the shares ascertained shall be promptly paid to the dissenting shareholders 
by the consolidated banking association. Within thirty days after payment has 
been made to all dissenting shareholders as provided for in this section the 
shares of stock of the consolidated banking association which would have been 
delivered to such dissenting shareholders had they not requested payment shall 
be sold by the consolidated banking association at an advertised public auction, 
unless some other method of sale is approved by the Comptroller, and the 
consolidated banking association shall have the right to purchase any of such 
shares at such public auction, if it is the highest bidder therefor, for the 
purpose of reselling such shares within thirty days thereafter to such person 
or persons and at such price not less than par as its board of directors by 
resolution may determine. If the shares are sold at public auction at a price 
greater than the amount paid to the dissenting shareholders the excess in such 
sale price shall be paid to such shareholders. The appraisal of such shares of 
stock in any State bank shall be determined in the manner prescribed by the 
law of the State in such cases, rather than as provided in this section, if such 
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provision is made in the State law; and no such consolidation shall be in 
contravention of the law of the State under which such bank is incorporated. 

“(e) The corporate existence of each of the consolidating banks or banking 
associations participating in such consolidation shall be merged into and con- 
tinued in the consolidated national banking association and such consolidated 
national banking association shall be deemed to be the same corporation as each 
bank or banking association participating in the consolidation. All rights, 
franchises, and interests of the individual consolidating banks or banking asso- 
ciations in and to every type of property (real, personal, and mixed) and choses 
in action shall be transferred to and vested in the consolidated national banking 
association by virtue of such consolidation without any deed or other transfer. 
The consolidated national banking association, upon the consolidation and with- 
out any order or other action on the part of any court or otherwise, shall hold 
and enjoy all rights of property, franchises, and interests, including appoint- 
ments, designations, and nominations, and all other rights and interests as 
trustee, executor, administrator, registrar of stocks and bonds, guardian of es- 
tates, assignee, receiver, and committee of estates of lunatics, and in every other 
fiduciary capacity, in the same manner and to the same extent as such rights, 
franchises, and interests were held or enjoyed by any one of the consolidating 
banks or banking associations at the time of consolidation, subject to the con- 
ditions hereinafter provided. 

“(f) Where any consolidating bank or banking association, at the time of the 
consolidation, was acting under appointment of any court as trustee, executor, 
administrator, registrar of stocks and bonds, guardian of estates, assignee, re- 
ceiver, or committee of estates of lunatics, or in any other fiduciary capacity, 
the consolidated national banking association shall be subject to removal by a 
court of competent jurisdiction in the same manner and to the same extent as 
was such consolidating bank or banking association prior to the consolidation. 
Nothing contained in this section shall be considered to impair in any manner 
the right of any court to remove the consolidated national banking association 
and to appoint in lieu thereof a substitute trustee, executor, or other fiduciary, 
except that such right shall not be exercised in such a manner as to discrimi- 
nate against national banking associations, nor shall any consolidated national 
banking association be removed solely because of the fact that it is a national 
banking association. 

“(g) Stock of the consolidated national banking association may be issued 
as provided by the terms of the consolidation agreement, free from any pre- 
emptive rights of the shareholders of the respective consolidating banks. 

“Sec. 2. (a) One or more national banking associations or one or more State 
banks, with the approval of the Comptroller, under an agreement not inconsist- 
ent with this Act, may merge into a national banking association located within 
the same State, under the charter of the receiving association. The merger 
agreement shall 

“(1) be agreed upon in writing by a majority of the board of directors 
of each association or State bank participating in the plan of merger; 

“(2) be ratified and confirmed by the affirmative vote of the shareholders 
of each such association or State bank owing at least two-thirds of its capi- 
tal stock outstanding, or by a greater proportion of such capital stock in 
the case of a State bank if the laws of the State where it is organized so 
require, at a meeting to be held on the call of the directors, after publish- 
ing notice of the time, place, and object of the meeting for four consecutive 
weeks in a newspaper of general circulation published in the place where 
the association or State bank is located, or, if there is no such newspaper, 
then in the newspaper of general circulation published nearest thereto, and 
after sending such notice to each shareholder of record by certified or regis- 
tered mail at least ten days prior to the meeting, except to those sharehold- 
ers who specifically waive notice, but any additional notice shall be given 
to the shareholders of such State bank which may be required by the laws 
of the State where it is organized. Publication of notice may be waived 
by unanimous action of the shareholders of the association or State bank; 

“(3) specify the amount of the capital stock of the receiving association, 
which shall not be less than that required under existing law for the organi- 
zation of a national bank in the place in which it is located and which will 
be outstanding upon completion of the merger, the amount of stock (if any) 
to be allocated, and cash (if any) to be paid, to the shareholders of the 
association or State bank being merged into the receiving association; and 
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“(4) provide that the receiving association shall be liable for all liabili- 
ties of the association or State bank being merged into the receiving asso- 
ciation. 

“(b) If a merger shall be voted for at the called meetings by the necessary 
majorities of the shareholders of each association or State bank participating 
in the plan of merger, and thereafter the merger shall be approved by the 
Comptroller, any shareholder of any association or State bank to be merged 
into the receiving association who has voted against such merger at the meeting 
of the association or bank of which he is a stockholder, or has given notice in 
writing at or prior to such meeting to the presiding officer that he dissents from 
the plan of merger, shall be entitled to receive the value of the shares so held 
by him when such merger shall be approved by the Comptroller upon written 
request made to the receiving association at any time before thirty days after 
the date of consummation of the merger, accompanied by the surrender of his 
stock certificates. 

“(c¢) The value of the shares of any dissenting shareholder shall be ascer- 
tained, as of the effective date of the merger, by an appraisal made by a com- 
mittee of three persons, composed of (1) one selected by the vote of the holders 
of the majority of the stock, the owners of which are entitled to payment in 
cash; (2) one selected by the directors of the receiving association; and (3) 
one selected by the two so selected. The valuation agreed upon by any two of 
the three appraisers shall govern. If the value so fixed shall not be satisfactory 
to any dissenting shareholder who has requested payment, that shareholder 
may, Within five days after being notified of the appraised value of his shares, 
appeal to the Comptroller, who shall cause a reappraisal to be made which shall 
be final and binding as to the value of the shares of the appellant. 

“(d) If, within ninety days from the date of consummation of the merger, 
for any reason one or more of the appraisers is not selected as herein provided, 
or the appraisers fail to determine the value of such shares, the Comptroller 
shall upon written request of any interested party cause an appraisal to be 
made which shall be final and binding on all parties. The expenses of the Comp- 
troller in making the reappraisal or the apraisal, as the case may be, shall be paid 
by the receiving association. The value of the shares ascertained shall be 
promptly paid to the dissenting shareholders by the receiving association. The 
shares of stock of the receiving association which would have been delivered to 
such dissenting shareholders had they not requested payment shall be sold by 
the receiving association at an advertised public auction, and the receiving asso- 
ciation shall have the right to purchase any of such shares at such public auc- 
tion, if it is the highest bidder therefor, for the purpose of reselling such shares 
within thirty days thereafter to such person or persons and at such price not 
less than par as its board of directors by resolution may determine. If the 
shares are sold at public auction at a price greater than the amount paid to the 
dissenting shareholders. The excess in such sale price shall be paid to such 
dissenting shareholders. The appraisal of such shares of stock in any State bank 
shall be determined in the manner prescribed by the law of the State in such 
cases, rather than as provided in this section, if such provision is made in the 
State law: and no such merger shall be in contravention of the law of the State 
under which such bank is incorporated. The provisions of this subsection shall 
apply only to shareholders of (and stock owned by them in) a bank or associa- 
tion being merged into the receiving association. 

“(e) The corporate existence of each of the merging banks or banking asso- 
ciations participating in such merger shall be merged into and continued in the 
receiving association and such receiving association shall be deemed to be the 
same corporation as each bank or banking association participating in the merger. 
All rights, franchises, and interests of the individual merging banks or banking 
associations in and to every type of property (real, personal, and mixed) and 
choses in action shall be transferred to and vested in the receiving association 
by virtue of such merger without any deed or other transfer. The receiving 
association, upon the merger and without any order or other action on the part 
of any court or otherwise, shall hold and enjoy all rights of property, franchises, 
and interests, including appointments, designations, and nominations, and all 
other rights and interests as trustee, executor, administrator, registrar of stocks 
and bonds, guardian of estates, assignee, receiver, and committee of estates of 
lunatics, and in every other fiduciary capacity, in the same manner and to the 
same extent as such rights, franchises, and interests were held or enjoyed by 
any one of the merging banks or banking associations at the time of the merger, 
subject to the conditions hereinafter provided. 
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“(f) Where any merging bank or banking association, at the time of the 
merger, was acting under appointment of any court as trustee, executor, ad- 
ministrator, registrar of stocks and bonds, guardian of estates, assignee, receiver, 
or committee of estates of lunatics, or in any other fiduciary capacity, the re- 
ceiving association shall be subject to removal by a court of competent juris- 
diction in the same manner and to the same extent as was such merging bank or 
banking association prior to the merger. Nothing contained in this section shall 
be considered to impair in any manner the right of any court to remove the 
receiving association and to appoint in lieu thereof a substitute trustee, executor, 
or other fiduciary, except that such right shall not be exercised in such a manner 
as to discrimination against national banking associations, nor shall any receiving 
association be removed solely because of the fact that it is a national banking 
association. 

“(g) Stock of the receiving association may be issued as provided by the 
terms of the merger agreement, free from any preemptive rights of the share- 
holders of the respective merging banks. 

“Sec. 3. As used in this Act, the term— 

“(1) ‘State bank’ means any bank, banking association, trust company, 
savings bank (other than a mutual savings bank), or other banking institu- 
tion which is engaged in the business of receiving deposits and which is 
incorporated under the laws of any State, or which is operating under the 
Code of Law for the District of Columbia (except a national banking asso- 
ciation located in the District of Columbia) ; 

(2) ‘State’ means the several States and Territories, the Commonwealth 
of Puerto Rico, the Virgin Islands, and the District of Columbia; 

“(3) ‘Comptroller’ means the Comptroller of the Currency; and 

(4) ‘Receiving association’ means the national banking association into 
which one or more national banking associations or one or more State banks, 
located within the same State, merge.” 

Sec. 22. (a) Section 5204 of the Revised Statutes (12 U.S.C. 56) is amended to 
read as follows: 

“Sec. 5204. No national banking association shall, during the time it shall 
continue its banking operations, withdraw, or permit to be withdrawn, either 
in the form of dividends or otherwise, any portion of its capital. No dividend 
shall be paid by any such association while it continues its banking operations 
if all bad debts due it and all losses sustained are greater than the amount of 
any surplus funds in excess of its common capital, plus its undivided profits 
and reserves. All debts due to any association, on which interest is past due and 
unpaid for a period of six months, unless such debts are well secured and in 
process of collection, shall be considered bad debts within the meaning of this 
section. Nothing in this section shall prevent the reduction of the capital stock 
of the association under section fifty-one hundred and forty-three.” 

(b) Section 5199 of the Revised Statutes (12 U.S.C. 60) is amended to read as 
follows: 

“Sec 5199. (a) The directors of any national banking association may, quar- 
terly, semiannually or annually, declare a dividend of so much of the net profits 
of the association as they shall judge expedient, except that until the surplus 
fund of such association shall equal its common capital, no dividends shall be 
declared unless there has been carried to the surplus fund not less than one-tenth 
part of the association’s net profits of the preceding half year in the case of 
quarterly or semiannual dividends, or not less than one-tenth part of its net 
profits of the preceding two consecutive half-year periods in the case of annual 
dividends : Provided, That for the purpose of this section, any amounts paid into 
a fund for the retirement of any preferred stock of any such association out of 
its net profits for such period or periods shall be deemed to be additions to its 
surplus fund if, upon the retirement of such preferred stock, the amounts so 
paid into such retirement fund may then properly be carried to surplus. In any 
such case the association shall be obligated to transfer to surplus the amounts 
so paid into such retirement fund on account of the preferred stock as such stock 
is retired. 

“(b) The approval of the Comptroller of the Currency shall be required if the 
total of all dividends declared by such association in any calendar year shall 
exceed the total of its net profits of that year combined with it retained net 
profits of the preceding two years, less any required transfers to surplus or a 
fund for the retirement of any preferred stock. 

“(e) For the purpose of this section the term ‘net profits’ shall mean the 
remainder of all earnings from current operations plus actual recoveries on 
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loans and investments and other assets, after deducting from the total thereof 
all current operating expenses, actual losses, accrued dividends on preferred 
stock, if any, and all Federal and State taxes.” 

Sec 23. (a) Section 5212 of the Revised Statutes (12 U.S.C. 163) is repealed. 

(b) Section 5211 of the Revised Statutes (12 U.S.C. 161) is amended by 
inserting after the second sentence the following new sentence: “Every national 
bank shall make to the Comptroller reports of the payments of dividends in such 
form and at such times as he may require.” 

Sec. 24. Section 21 (a) (2) (A) of the Act of June 16, 1933 (ch. 89, 48 Stat. 
189; 12 U.S.C. 378), is amended by inserting after “District,” the following: 
“and subjected, by the laws of the United States, or of the State, Territory, or 
District wherein located, to examination and regulation,”’. 

Sec. 25. Sections 201, 202, 203, 204, 205, 206, 207, 208, 209(a), 209(c), 209(d), 
209(f), 209(g¢), 209(i), 210, 211, 212, 213, 214, 215, and 217, and the last two 
sentences of section 209(b), of the Act of March 4, 1923 (ch. 252, 42 Stat. 1467; 
12 U.S.C. 1151-1322), are repealed. 


SECTION-BY-SECTION SUMMARY OF H.R. 6093 


Section 1 repeals obsolete references to Home Owners’ Loan Corporation, now 
out of existence. 

Section 2 requires that all the capital stock be paid in before a national bank 
may begin business. Existing law requires 50 percent, but the practice since 
1935 has been to require 100 percent. 

Section 3 would require the approval of the Comptroller of the Currency be- 
fore a national bank may move its main office within its own city limits; 
approval of the Comptroller is now required only for a move outside the city. 

Section 4 conforms with section 2 in requiring that all the capital stock of a 
national bank be paid in before it may commence business. 

Section 5 repeals an obsolete provision of law relating to installment pay- 
ments of capital stock; as indicated in the explanation of section 2 all stock 
must now be paid 100 percent in cash before a national bank may commence 
business. 

Section 6 repeals an obsolete provision relating to increase of capital by 
vote of the shareholders of a national bank. This provision has been super- 
seded by an amendment to section 5142 of the Revised Statutes (12 U.S.C. 57). 

Sections 7 and 8 repeal obsolete provisions relating to the liability of share- 
holders of a national bank for debts of the bank. These provisions were ren- 
dered obsolete by the Banking Act of 1935, which eliminated the individual 
liability of such shareholders. 

Section 9 provides that where the regular annual shareholders’ meeting day 
falls on a legal holiday the meeting shall be held instead on the next following 
banking day. 

Section 10 eliminates an obsolete reference to the Reconstruction Finance 
Corporation, now out of existence. 

Section 11 eliminates a reference to Alaska in conformity with the recent 
granting of statehood to Alaska. 

Section 12 lengthens the period for filing reports of condition of national 
banks. These reports must now be filed with the Comptrolier within 5 days 
after he requests them. The bill would lengthen this period to 10 days. 

Section 13 is a technical amendment necessitated by section 23 of the bill 
which relates to dividend reports. 

Section 14 sets forth the procedure for amending the articles of association 
of a national bank to provide for amendment by a majority vote of shareholders 
at a meeting called with 10 days’ notice. 

Section 15 sets forth the areas in which the national banking laws apply. In 
conformity with sections 40 and 41 of title 12 of the United States Code it 
covers the Virgin Islands and Guam. It also covers all other Territories and 
possessions of the United States, expressly including the Commonwealth of 
Puerto Rico, as well as the several States and the District of Columbia. 

Section 16 continues the existing requirement that liquidation of a national 
bank must be approved by vote of the shareholders owning two-thirds of the 
stock and adds a new requirement that if the liquidation involves the sale of 
its assets to another bank the purchase-and-sale agreement must also be ap- 
proved by two-thirds vote, except in emergencies. 

Sections 17 and 18 repeal obsolete provisions relating to shareholder liability. 
See explanation of section 7. 
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Mr. Brown. The subcommittee will please come to order. 
We will take up this morning two bills, H.R. 6092 and H.R, 6093. 
Mr. Gidney is our first witness. You may proceed, Mr. Gidney. 


STATEMENT OF RAY M. GIDNEY, COMPTROLLER OF THE CUR- 
RENCY; ACCOMPANIED BY L. A. JENNINGS, DEPUTY COMP- 
TROLLER; AND ROY T. ENGLERT, GENERAL COUNSEL 


Mr. Gipney. Mr. Chairman, I have with me Mr. L. A. Jennings, 
Deputy Comptroller, and Mr. Roy T. Englert, our General Counsel, 
to help answer any questions. 

I welcome this opportunity to testify in support of H.R. 6092 and 
H.R. 6093, both of which were introduced by Hon. Paul Brown. 

I would like to submit in this statement comments on the detailed 
provisions of the bills, and to say that we strongly favor enactment 
of both bills with a few slight technical changes. 

I understand that a copy of the statement is before each member 
of the committee. If it meets the wishes of the committee, I would 
be pleased to have my statement included in the record and to reply 
to any questions by members of the committee as to any of the specific 
provisions of the bills. 

Unless the committee wishes, I would therefore omit the reading of 
this statement, which is of some length, and ask that you give me any 
questions you might have. 

Mr. Brown, Mr. Gidney, I think you have a very fine statement. 
I think all the members would like to hear it. 

Mr. Gipnry. If you so desire; yes, sir. 

H.R. 6092 will provide for the appointment of two additional 
Deputy Comptrollers of the Currency, and will liberalize the lending 
limitations imposed on national banks by (1) liberalizing to some 
extent the present exceptions to the 10 percent lending limitation on 
loans to a single borrower, and (2) by liberalizing loans which na- 
tional banks may make secured by real estate. 

The two additional Deputy Comptrollers which would be author- 
ized by this bill are in addition to the three Deputy Comptrollers now 
serving. The volume of work in the Comptroller’s office has been 
increasing for many years with the growth in national bank assets. 
There has been a very important increase in the number of applica- 
tions for authorization to establish branches, in capital increase pro- 
grams, and other transactions requiring the approval of the 
Comptroller. 

In addition, the pressure of the competition which exists in bank- 
ing today has caused banks to search for new methods of doing busi- 
ness and new ways of better serving their customers, All of these 
matters require the careful attention of a Deputy Comptroller of the 
Currency, and the burden placed on the present deputies is too great 
to be continued indefinitely, 

When one of the present three deputies is away from the office for 
any reason, it is very difficult for the others to carry the workload. 

Even when all are present, a substantial amount of evening and 
weekend work is necessary. Two additional Deputy Comptrollers are 
needed to relieve this situation. Since the Comptroller’s staff is paid 
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out of assessments on national banks, no Government appropriations 
will be necessitated. 

Section 2 of H.R. 6092 would increase the authority of national 
banks to borrow from lenders other than the Federal Reserve banks 
from 100 percent of capital to 100 percent of capital and surplus. 
We would have no objection to this proposed change and believe that 
it should be made. 

Section 3 of H.R. 6092 would amend section 5200 of the Revised 
Statutes in several respects. ‘There would be added to exception 6 to 
Revised Statutes 5200 a new sentence which would permit national 
banks to acquire obligations secured by documents of title covering 
refrigerated or frozen readily marketable staples when such property 
is wholly covered by insurance, to a limitation of 25 percent of the 
capital and surplus instead of 10 percent as now provided. 

Great improvements have been made in methods of processing, 
freezing, and storing foods which must be kept under refrigeration 
pending sale to consumers and it is believed that loans secured by 
frozen foods can safely be made by national banks to the extent per- 
mitted in the proposed legislation. 

Since certain refrigerated items have been previously regarded as 
coming within exception 6 as it now exists the proposed new sentence 
will represent a tightening rather than a liberalization of existing 
law with respect to these few items. 

There would be added to exception 7 a provision which would 
permit national banks to acquire obligations of «lealers in dairy cattle, 
to a limitation of 25 percent of the capital and surplus of the bank. 

Exception 7 does not now cover dairy cattle. As a rule obligations 
of dealers in dairy cattle are not in such form that they qualify under 
either exception 2 or exception 4. It is believed that such obligations 
can safely be taken by national banks in amounts up to 25 percent of 
capital and surplus. 

To clarify the intent of the new provision it is recommended that 
it be changed to read as follows: 

Obligations arising out of the discount by dealers in dairy cattle of paper given 
in payment for dairy cattle, which bear a full recourse endorsement or uncon- 
ditional guaranty of the seller, and which are secured by the cattle being sold, 
shall be subject under this section to a limitation of 15 percentum of such 
capital and surplus in addition to such 10 percentum of such capital and surplus. 

Section 3(c) would eliminate from exception 8 the words “in the 
form of notes.” Frequently, the obligations referred to in exception 
8 are not in the form of promissory notes but are repurchase agree- 
ments or some other form of obligation. 

We believe that there is no good reason for requiring the obligations 
referred to in exception 8 to be in the form of notes. 

By section 3(d) there would be added to R.S. 5200 a new exception 
for installment consumer paper. Under existing law such paper, if 
negotiable in form, comes within exception 2 to Revised Statutes 5200 
and is subject to no limitation, but if not negotiable in form is not 
considered to come within any of the exceptions and is subject to the 
basic 10 percent lending limit. 

In view of the growth on the business of financing installment. pur- 
chases by consumers and the widespread and advantageous use of 
non-negotiable conditional sales contracts in this type of financing, 
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we believe that installment consumer paper should no longer come 
within the scope of exception 2, but should come under an entirely 
new exception which will cover all such paper whether negotiable 
or non-negotiable in form and which will be the only exception appli- 
cable to such paper. 

The proposed exception will provide that negotiable or non-nego- 
tiable installment consumer paper which carries a full recourse 
endorsement or unconditional guarantee of the person negotiating 
the paper shall be subject to a limitation of 25 percent of capital and 
surplus. 

It will further provide that in those cases in which the responsi- 
bility of each maker of such obligations has been evaluated and the 
bank is relying primarily upon the maker for payment the paper 
shall not be included in the line of credit of the dealer for the pur- 
poses of the applicability of Revised Statutes 5200. We consider this 
proposed amendment very desirable. 

Section 4 of H.R. 6092 would make several changes in the limita- 
tions imposed on real estate loans made by national banks. The first 
of these would permit national banks to make loans on leaseholds 
aun have at least ten years to run beyond the maturity date of the 
oan. 

The present restrictions on leasehold loans are unrealistic and the 
— provision of law has been of little benefit either to national 

anks or to prospective borrowers. The restrictions can be liberalized 
without danger to the banks and with improvement in the flexibility 
of their operations in this class of loans. 

Section 4(b) of H.R. 6092 would change from 6624 percent to 75 
percent the percentage of the appraised value which national banks 
may lend on real estate. We have no objection to this proposed 
change, but recommend that the same change should be made in both 
clauses of the third sentence of section 24. 

There would be inserted in section 24 of the Federal Reserve Act 
a new provision to the effect that the limitations and restrictions 
contained in that section with respect to appraisal and maturity re- 
quirements, shall not apply to loans fully guaranteed or insured by 
a State, or by a State authority for the payment of the obligations of 
which the faith and credit of the State is pledged provided that under 
the terms of the guarantee the bank will be assured of repayment in 
accordance with the terms of the loan. 

The purpose of this proposal is to permit national banks in the 
State of Maine to participate in real estate loans guaranteed by the 
Maine Industrial Building Authority. Similar building authorities 
may be created in other States. Since in order to qualify for exemp- 
tion under section 24 the guarantee required will have to be, in effect, 
the equivalent of general “obligations of the State, it seems clear that 
such loans may be made with safety by national banks. 

Section 4(c) of H.R. 6092 would provide that loans made by na- 
tional banks to finance the construction of commercial or industrial 
buildings for terms of not more than 18 months and where there is a 
valid and binding agreement entered into by a financially responsible 
lender to advance the full amount of the bank’s loan upon completion 
of the buildings, would be regarded as commercial loans and not as 
real estate loans. 
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The provision would increase the aggregate limit on construction 
loans made by an individual bank from 50 percent of capital to 100 
percent of capital and surplus. This proposed amendment is of im- 
portance to the national banking system since the restrictive provi- 
sions of existing law prevent national banks from making safe and 
desirable loans of this type while State-chartered institutions in many 
States are able to do so. 

Section 4(d) of H.R. 6092 would permit national banks to make 
working capital loans to manufacturing or industrial enterprises se- 
cured by liens on the physical properties of the enterprise, including 
plant real estate, without such loans being regarded as real estate 
loans. 

Manufacturing and industrial companies regularly borrow money 
for working capital purposes from national banks. Added protection 
may be given the bank if it can take a mortgage on the plant of the 
borrower without having to comply with the requirements for a loan 
based only on the real estate value. 

The working capital loans are normally based on the premise that 
the purpose of the loans will be to cover normal working capital pur- 
poses and will be repaid from the earnings from operations in produc- 
ing and manufacturing goods and the flow of funds from the turnover 
or liquidation of inventories and receivables. 

These are in reality commercial loans and represent ordinary busi- 
ness financing. They should not be treated as real estate loans subject 
to section 24 of the Federal Reserve Act, 

This concludes my comments on H.R. 6092. We heartily favor this 
bill and we urge that it be enacted. I have included in an appendix 
to this statement recommendations for certain technical changes which 
we believe may be helpful. 

They are very few in number and strictly technical. 

(The appendix is as follows:) 


APpPrENDIX—RECOMMENDATION FOR TECHNICAL CHANGES IN H.R. 6092 


Page 4, line 10, delete “negotiating” and insert “transferring.” 
Page 4, lines 17, 18, and 20, delete “association” and insert “blank.” 
Page 4, line 22, delete “of subsection (a).” 

Page 6, line 3, delete “mortgage” and insert “loan.” 


Mr. Gipney. H.R. 6093 is a bill designed primarily to clarify or 
eliminate wc sp in existing law, and to repeal laws which have 
become obsolete. I do not believe it necessary to comment in detail 
on those sections designed exclusively to clarify existing law or to 
repeal obsolete provisions. I shall confine my remarks to those sec- 
tions of the bill which will make substantive changes in existing law. 

The first such section is section 3 which changes existing law to 
prohibit national banks from changing the locations of their main 
offices without the approval of the Comptroller of the Currency. 

Under existing law while national banks must secure the approval 
of the Comptroller to move from one city to another there is no limi- 
tation on national banks moving their main offices from one location 
to another within the city in which they are located. 

Section 4 would change existing law to require that all of the capi- 
tal stock of a newly organized national bank must be paid in cash 
before it may commence business. 
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Under existing law a national bank may be permitted to open for 
business when 50 percent of the capital stock has been paid in, but 
for many years it has been the practice of the Comptroller to require 
that 100 percent must be paid in before a bank may be permitted to 
commence business. 

No requests for authority to pay in less than 100 percent of sub- 
scribed capital have been made in many years. 

Section 9 provides that if the date set in the articles of association 
of a national bank for holding the election of directors falls on a 
legal holiday, the shareholders meeting shall be held on the next fol- 
lowing business day. Present law is silent on this situation and the 
practice has been to hold a brief shareholders meeting at which no 
business is transacted and the meeting adjourned until some subse- 
quent date. It is preferable to cover this situation by legislation. 

Section 12 would change from 5 to 10 days the time within which 
national banks must transmit required reports of condition to the 
Comptroller of the Currency. It is difficult for banks to compile the 
necessary information and furnish it within the 5 days allowed. A 
10-day period would be more reasonable and equally satisfactory to 
our Office. 

Section 14 provides a general procedure for amending the articles 
of association of a national bank. There is no such provision in 
existing law. 

Section 15 would extend the territorial applicability of the national 
banking laws throughout the United States and all of its possessions. 
Enactment of this section will eliminate any doubt as to whether 
national banks may be chartered in possessions outside of the con- 
tinental United States, 

Section 16 adds a new requirement that if a voluntary liquidation 
of a national bank involves the sale of its assets to another bank the 
purchase and sale agreement must be approved by two-thirds of the 
shareholders of the bank except in emergencies in which the Comp- 
troller may waive the requirement for shareholder approval. 

Section 19 transfers from the Comptroller of the Currency to the 
Federal Deposit Insurance Corporation certain specified functions in 
connection with national bank receiverships where the Federal De- 
posit Insurance Corporation has been appointed receiver. Since the 
Comptroller does not supervise or direct the actions of the Federal 
Deposit Insurance Corporation as receiver of an insured national 
bank, the supervising duties of the Comptroller should be transferred 
to the Federal Deposit Insurance Corporation. 

Section 20 provides that in the case of the inability of the Comptrol- 
ler of the Currency to act, through illness or otherwise, as a member of 
the Board of Directors of the Federal Deposit Insurance Corpora- 
tion, the Acting Comptroller of the Currency shal] be a member of 
the Board in his place. While the statute now provides that the Act- 
ing Comptroller of the Currency shall serve as a member of the Board 
in the event of a vacancy in the Office of the Comptroller and during 
the absence of the Comptroller from Washington, it says nothing 
about the Acting Comptroller of the Currency acting as such Direc- 
tor in the event of the illness of the Comptroller. 

While it would be assumed that the Acting Comptroller of the 
Currency shall serve as a Director during the illness of the Comptrol- 
ler, the matter should be made statutory. 
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Section 21 rewrites the existing statutes on consolidations and 
mergers of State and national banks in order to make uniform the 
provisions of the various statutes. 

There would be eliminated the existing differences in legal require- 
ments such as the requirement for publication, the requirement of 
notice of shareholders’ meetings, the waiver of such notice, the pro- 
cedure to be followed in determining dissenters’ rights, the payments 
for the expense of appraisal or reappraisal made by the Comptrol- 
ler, ete. 

It would also clarify existing ambiguities as to how long a dissenter 
may delay before proceeding with an appraisal, the time within which 
a dissenter’s stock must be surrendered, the length of time which 
must elapse before the Comptroller can be asked to make a reap- 
praisal, the disposition of the stock of dissenters, etc. 

Section 22 would permit the directors of national banks to declare 
dividends on a quarterly basis as well as semiannually or annually. 
it would also require the approval of the Comptroller before the direc- 
tors of any bank may declare and pay to shareholders dividends in 
excess of retained net profits over a 3-year period. This section will 
prevent excessive dividends to shareholders where such payments 
would result in the dissipation of needed captial funds. 

Section 23 eliminates the requirement that reports of declarations 
of dividends must be furnished to the Comptroller, and adds a re- 
quirement that reports of payments of dividends shall be made to the 
Comptroller. The requiring of the reports of declaration of dividends 
no longer serves any useful purposes. 

The specific requirement of a report of payments of dividends 
merely conforms to the existing practice of the Comptroller of requir- 
ing reports of earnings and dividends at periodic intervals. 

Section 24 would prevent any person from receiving deposits unless 
subjected to examination and regulation by banking laws of the 
United States or of the State where located. 

Section 25 repeals obsolete provisions of law relating to agricul- 
tural credit corporations. The last such corporation was liquidated 
in 1938 and no such corporation may now be formed. 

This completes our comments on the provisions of H.R. 6093. We 
should like to recommend one additional provision in the nature of a 
clarification of existing law. Existing criminal statutes prohibit the 
use of the word “national” by corporations organized under the laws 
of the United States, but this provision was dropped in the codifica- 
tion of the criminal statutes in 1948. 

It has always been the policy of the Comptroller’s Office to insist 
that the name of every national bank contain the word “national,” 
but there is now no statute which expressly so provides. 

In order to remove the possibility of questions arising with respect 
to this matter we recommend that section 5134 of the Revised Stat- 
utes (12 U.S.C. 22) be amended by inserting after the words “which 
name shall” the words “include the word ‘national’ and.” This would 
srovide express statutory authority for the use of the word “national” 
by national banks. 

We believe that the provisions of H.R. 6093 are in the aggregate 
important. The national banking laws have not been revised with a 
view toward bringing them up to date from a technical standpoint for 
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many years. ‘This bill is important and accomplishes this purpose 
and we believe that it should be enacted. 

That completes my statement. 

Mr. Brown. Mr. Gidney, I believe you have to make a plane this 
morning. 

Mr. Gipney. I have to appear in Arkansas, and I hope I can make 
it, Mr. Chairman. 

Mr. Brown. I notice that in Mr. Wolcott’s statement that he rec- 
commends the words “during the inability of the Comptroller to act, 
through absence for the city, illness, or otherwise,” or the words “dur- 
ing the absence or inability to act of the Camptroller” be used in both 
section 1 of H.R. 6092 and section 20 of H.R. 6093. Do you agree 
with Mr. Wolcott’s recommendations and, if so, which phrase would 
be preferable ? 

Mr. Gwney. That would be through absence from the city, through 
illness, or otherwise. That is fine. I think that is all right. And the 
words “during the absence or inability of the Comptroller,” that 
would be the better one. 

I believe that is what Mr. Wolcott recommends, “during the ab- 
sence or inability to act of the Comptroller.” 

Mr. Brown. I have also noticed in Mr. Wolcott’s statement, on 
page 5, that he recommends the words found on line 16, “sale of its 
assets” be changed to the words “sale of any of its assets.” What is 
your position on this recommendation ? 

Mr. Gipney. We had a little conference yesterday afternoon and 
we agreed we would accept that. 

Mr. Brown. Can you give us your justification for two more Dep- 
uty Comptrollers? 

{r. Gipney. Can I give justification ? 

Mr. Brown. What is your justification of that? 

Mr. Gwney. Well, the business of the Office is growing to such an 
extent that we need more men who can see people in the status of a 
Deputy Comptroller, who can sign correspondence, who can take 
assignments and then function in that way. 

These matters come so fast, and the number of conferences is so 
great, that we very much need the additional strength in that regard. 

Mr. Brown. Under section 3 of H.R. 6092, subsection 1, and so 
forth, relating to lending limitations: Are such lending limitations 
under State law more or less liberal? Don’t you think there would 
be a conflict ? 

Mr. Gipnry. I don’t know all about every law of the States, but I 
think as a generality you would find they have more liberal provisions 
than that. 

For example, in a certain State not long ago there was a little 
controversy about whether a bank should be National or State and 
it was pointed out to them by State authorities that as a State bank 
they would have a 15 percent loan limit instead of 10 on everything. 

In another State that I have in mind, a very large one, I think 
their loan limit is 25 percent on everything. 

Mr. Brown. It seems to me there shouldn’t be any conflict. 

Mr. Gipnry. The ideal would be to get us just alike, but that isn’t 
too easy todo. The ideal would be to get on an even footing. But I 
think we can assure you that we are not stepping out in front of them 
on liberality. 
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Mr. Brown. Mr. Multer, do you have questions? 

Mr. Murer. Thank you, Mr. Chairman. 

Mr. Gidney, would there be any objection to writing into this bill 
a provision that would require or provide that these increased per- 
centages would not apply in any State where the State law set a 
lower limitation, so that this would apply except where a State law 
required or provided for a limitation up to, say, 20 percent, that then 
this would apply only to the 20 percent instead of the 25 percent. 

Mr. Gipney. Now, can I throw myself on the mercy of the court on 
that ? 

I think that would throw us into a tremendously difficult position, 
because State laws are many and varied, they change from time to 
time, and I think we would have an almost unsuperable task keeping 
up with them. I think that I can assure you, Mr, Multer, that we 
are not going to be out in front of the States on percentages allowed. 

Mr. Muurer. Could you, without too much difficulty, submit to us 
a statement showing what the limitations are in the various States 
as to these various categories which are being changed by this bill? 

Mr. Gipnry. I think we would like to do something of that kind. 
It is a big job to get around and find out everything about the States, 
but, I think that would be quite worth while and we shall endeavor 
to assemble information. I am quite certain that in the State of 
Texas, the regular loan limit is 25 percent. I also recall that they 
can lend on unimproved real estate. 

Mr. Mutter. I think that would be very helpful if you could give us 
that information as to the four categories in section 3, and also as to 
the category in subdivision 2 of section 4. 

(The data referred to above is as follows:) 

TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, 
Washington, June 1, 1959. 
Hon. PAuL Brown, 


Chairman, Subcommittee No. 2 of House Banking and Currency Committee, 
Washington, D.C. 

My Dear Mr. CHAIRMAN: At the hearings on H.R. 6092 Representative Multer 
requested that we submit information concerning the limitations contained in 
State Law in the various States with respect to the categories of loans referred 
to in section 3 of the bill. 

Mr. Multer also requested that we furnish to the committee a statement of the 
laws of the various States with respect to the percentage of appraised value 
which State banks may lend against real-estate security. 

The information requested is enclosed herewith. While we have made every 
attempt to make it as accurate as possible, the 1959 enactments of some of the 
States are as yet unavailable to us, 

Very truly yours, 
Ray M. Gipney, 
Comptroller of the Currency. 


FEDERAL STATUTORY LIMITATION OF LIABILITY OF ANY PERSON, PARTNERSHIP, 
oR COMPANY TO A NATIONAL BANK 


Ten percent of the capital stock actually paid in and 10 percent of the un- 
impaired surplus fund. 
Limitation does not apply to— 
(1) Obligations arising out of the discount of commercial or business 
paper actually owned by the person negotiating same. 
(2) Obligations secured by shipping documents, warehouse receipts, or 
other such documents transferring or securing title covering readily market- 
able nonperishable staples, fully insured. An additional 15 percent may be 
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loaned when the value is 115 percent. An additional 5 percent may be 
loaned for each 5 percent increase in value, with the total limit of 50 percent. 

(3) Obligations secured by shipping documents or instruments transfer- 
ring or securing title covering livestock the market value of which is 115 
percent of the notes. Loans so secured may be made for an additional 
15 percent. 


State StatTuToRY LIMIT oF LIABILITY OF ANY PERSON, PARTNERSHIP OR COMPANY 
TO A STATE BANK 


Alabama.—Twenty percent of capital, unimpaired surplus, and undivided 
profits. Limitation does not apply to— 

(1) Commercial or business paper actually owned by the person 
negotiating same; 

(2) Agricultural, manufactured, and industrial products, livestock, and 
other liquid securities having a market value and for which there is a ready 
sale in the open market. 

Arizona.—Fifteen percent of capital stock paid in and surplus earned and set 
aside; 25 percent when secured by readily marketable nonperishable staple 
commodities in warehouse or in transit. Limitation does not apply to discounts 
of commercial or business paper actually owned by the person negotiating same. 

Arkansas.—Twenty percent of capital stock actually paid in and unimpaired. 
Surplus fund is considered as capital. Limitation does not include— 

(1) The purchase or discount of notes actually owned by the person 
negotiating same; 

(2) Advances by overdraft, note, or otherwise secured by warehouse 
receipts covering agricultural or manufactured products stored in elevators 
or warehouses the value of which is at least 10 percent in excess of the 
loan and the item is insured. 

California.—Twenty-five percent of capital and surplus when secured by per- 
sonal property; 15 percent when secured by real property; 10 percent when 
unsecured; 25 percent limit of secured and unsecured. Limitation does not 
apply to a warehouse receipt conveying or securing title covering readily 
marketable staples. 

Obligations arising out of discount of business or commercial paper actually 
owned by the person negotiating same together with secured and unsecured 
obligations shall not exceed 40 percent. 

Colorado.—Fifteen percent of its unimpaired capital stock and surplus, Lim- 
itation does not apply to— 

(1) Notes and drafts secured by shipping documents transferring and 
securing title covering livestock or giving a lien thereon when the market 
value is not less than 115 percent of the value of the loan. Loans may be 
made based on these for an additional 10 percent ; 

(2) Obligations upon notes or drafts securing title to readily market- 
able nonperishable staples may be made up to 40 percent of capital and 
surplus ; 

(3) Loan on commercial and business paper executed by a third party 
and purchased and owned outright by the bank shall not exceed 15 percent 
of the surplus and capital. 

Connecticut.—Ten percent of capital and surplus. Limitation does not apply 
to business paper owned by person negotiating same. Loans secured by this 
may be made up to 50 percent of capital and surplus. 

Delaware.—Ten percent capital, surplus, and undivided profits if without 
collateral security ; 25 percent upon collateral security worth at least 15 per- 
cent more and no aggregate amount loan to any one person with or without 
collateral shall exceed this 25 percent. 

Florida.—Ten percent of the aggregate capital and unimpaired surplus; 25 
percent if all loans are amply and entirely secured. Limitation does not apply 
to loans secured by shipping documents and warehouse receipts transferring 
title covering readily marketable nonperishable staples fully insured: An addi- 
tional 25 percent may be loaned when the value is 115 percent, an additional 30 
percent may be loaned when the value is 120 percent, an additional 35 percent 
may be loaned when the value is 125 percent, an additional 40 percent may be 
loaned when the value is 130 percent, an additional 45 percent may be loaned 
when the value is 135 percent, an additional 50 percent may he loaned when 
the value is 140 percent. 
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Georgia.—Twenty percent of capital and unimpaired surplus. Another addi- 
tional twenty percent on commercial or business paper actually owned by the 
person negotiating same. The limitation does not apply to loans secured by 
agricultural, manufactured, or industrial products or livestock having a market 
value for which there is a ready market. The loan may not be made for an 
amount higher than eighty percent of this market value. The item should be 
insured. 

Idaho.—Twenty percent of the paid-in capital and surplus. Limitation does 
not apply to— 

(1) Discounted business papers actually owned by the person negotiating 
Same; 

(2) Loans made on warehouse receipts covering nonperishable commodi- 
ties the market value of which is 120 percent of the amount loaned. 

Illinois.—Fifteen percent of capital stock actually paid in and unimpaired and 
unimpaired surplus. Limitation does not apply to— 

(1) Discount of commercial papers actually owned by person negotiating 
same; 

(2) Loans may be made to 30 percent when secured by shipping docu- 
ments transferring title covering livestock the market value of which is 115 
percent of the loan. 

Indiana.—Ten percent of the sound capital of the bank. Limitation does not 
apply to— 

(1) Discount of commercial or business paper actually owned by the 
person ; 

(2) Obligations arising out of an agreement to repurchase the guaranty 
or endorsement of retail installment sales contract by a retail seller; 

(3) Loans up to 15 percent allowed when secured by warehouse receipts 
covering title to readily marketable nonperishable staples fully insured, with 
a value of 115 percent of loan; 

(4) Loans permitted up to 15 percent when secured by shipping documents 
transferring title in livestock the market value of which is not less than 
115 percent. 

Iowa.—Twenty percent of the paid-up capital and surplus. Limitation does 
not apply to— 

(1) Discount of commercial or business paper actually owned by the 
person ; 

(2) Loans up to 40 percent may be made when secured by warehouse 
receipts covering readily marketable nonperishable staples fully insured, 
the value of which is 120 percent of the loan; 

(3) Obligations secured by instruments transfering title to livestock may 

be made up toa limit of 40 percent. 

Kansas.—Fifteen percent of the capital stock and surplus. Limitation does 
not apply to— 

(1) Discount of commercial or business paper actually owned by the 
person negotiating same; 

(2) Ten percent additional loan may be made when secured by shipping 
documents covering readily marketable nonperishable grains, seeds or live- 
stock the value of which is 115 percent of the loan. 

Kentucky.—Twenty percent of the capital stock actually paid in and surplus; 
30 percent when secured. Limitation does not apply to commercial or business 
paper actually owned by the person negotiating same. 

Louisiana.—Twenty percent of the capital stock and surplus. Limitation does 
not apply to loans Secured by readily marketable staples. Such loans are limited 
to 50 percent. 

Maine.—Ten percent of capital, unimpaired surplus and undivided profits; 
20 percent if secured. Limitation does not apply to discount of commercial or 
business paper actually owned by the person negotiating same. 

Maryland.—Ten percent of capital and surplus. Limitation does not apply to— 

(1) Discounts of business or commercial paper actually owned by the 
person negotiating same. Such loans are limited to 25 percent ; 

(2) Obligations secured by warehouse receipts covering readily market- 
able nonperishable staples fully insured, limited to 25 percent; 

(3) A single borrower shall not exceed 30 percent of capital and surplus. 

Massachusetts.—Twenty percent of capital, and 10 percent of surplus. Limita- 
tion does not apply to commercial paper actually owned by person negogiating 
same. 
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Michigan.—Ten percent of capital stock paid in and surplus. Limitation does 
not apply to— 

(1) Discount of commercial or business paper actually owned by person 
negotiating same. Such loans may be made up to 20 percent; 

(2) Obligations secured by warehouse receipts covering readily market- 
able nonperishable staples fully insured. An additional 15 percent allowed 
if value of security is 115 percent of loan and an additional 5 percent for 
each 5 percent increase in value, limited to 50 percent. Obligations secured 
by livestock the value of which is 115 percent of loan, a loan may be made 
for an additional 15 percent. 

Minnesota.—Fifteen percent of capital actually paid in and surplus. Limita- 
tion does not apply to— 

(1) Commercial paper actually owned by the person. Obligations based 
on warehouse receipts covering agricultural or manufactured products 
valued at 10 percent in excess of the loan, when fully insured. 

(2) Obligations secured by shipping documents transferring title to feeder 
livestock the value of which is 115 percent face value of the note. Such 
loans are limited to 15 percent and exclude dairy cattle, milk goats, poultry 
and barnyard animals. 

Mississippi.—Fifteen percent of paid-in capital and surplus. 

Missouri.—Fifteen percent for banks located in cities of 100,000 or more; 
20 percent if located in a city over 7,000; 25 percent if located elsewhere. Limi- 
tation does not apply to— 

(1) The purchase or discount of negotiable or nonnegotiable installment 
consumer paper which carries the full recourse endorsement or guaranty 
or agreement to repurchase of the person, copartnership, association or 
corporation negotiating the same, shall not be considered as money bor- 
rowed by the endorser or guarantor or the repurchaser within the meaning 
of this section, provided that the files of the trust company acquiring such 
paper contain the written certification by an officer designated for such 
purpose by its board of directors that the responsibility of the makers has 
been evaluated and the acquiring trust company is relying primarily 
upon the makers thereof for the payment of such paper. 

(2) Obligations secured by warehouse receipts covering agricultural, 
manufactured or processed products the market value of which is 15 per- 
cent in excess of the amount loaned and fully insured. Loans so secured 
may be made up to 35 percent. 

Montana.—Twenty percent of the unimpaired capital and surplus. Limita- 
tion does not apply to— 

(1) Commercial or business paper actually owned by the person nego- 
tiating same: 

(2) Obligations secured by warehouse receipts covering nonperishable 
commodities the market value of which is 120 percent of the amount loaned. 

Nebraska.—Twenty percent of the paid-up capital and surplus. Limitation 
does not apply to discount of commercial paper actually owned by the person 
negotiating same. 

Nevada.—Twenty-five percent of capital and surplus. Limitation does not 
apply to discount of commercial or business paper actually owned by the person 
negotiating same. 

New Hampshire.—Ten percent capital stock paid in and surplus. Limitation 
does not apply to— 

(1) Discount of commercial paper actually owned by person negotiat- 
ing it; 

(2) Obligations secured by staples the market value of which is 115 per- 
cent of face value. An additional 15 percent may be loaned. This may be 
increased 5 percent for each 5 percent increase in value with a total limit 
of 40 percent. 

New Jersey.—Ten percent of the unimpaired capital and surplus. Limitation 
does not apply to— 

(1) Discount of negotiable or nonnegotiable commercial or business paper 
actually owned by the person negotiating same; 

(2) Obligations secured by warehouse receipts covering security equal to 
110 percent of the obligation, a loan may be made for 25 percent. 

New Mezico.—Twenty percent of capital and surplus; 30 percent secured. 

New York.—Ten percent of capital stock, surplus fund and undivided profits. 
Limitation does not apply to— 
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(1) Liabilities of any individual shall not include the liability of such 
individual as endorser or guarantor of negotiable or nonegotiable installment 
paper to the extent of the value of the obligation thereon of the maker of 
such installment consumer paper, as found in good faith in writing by an 
officer of such bank, designated to make such evaluation and certification 
and upon the further certification that the bank is relying primarily on the 
maker of the installment consumer paper for the payment of an amount 
owing upon the installment consumer paper for the amount owing the bank. 

(2) Loans secured by collateral having an ascertained market value, an 
additional 15 percent may be loaned. 

North Carolina.—Twenty percent of $250,000 of the unimpaired capital and 
surplus and 10 percent of the excess. Limitation does not apply to commercial 
or business paper actually owned by the person negotiating same. 

North Dakota.—Ten percent of the unimpaired capital and surplus. Limita- 
tion does not apply to— 

(1) Obligations secured by warehouse receipt covering products actually 
in storage. Loans based on same shall not exceed 15 percent ; 

(2) Discount of commercial or business paper actually owned by persons 

- negotiating same shall not exceed 15 percent. 

Ohio.—Ten percent of the capital, surplus, debentures or capital notes. Limita- 
tion does not apply to— 

(1) Obligations arising out of the discount of commercial paper actually 
owned by the party; 

(2) Obligations secured by readily marketable staples wholly insured : 

An additional 15 percent may be loaned if the value is 115 percent; 
An additional 20 percent may be loaned if the value is 120 percent; 
An additional 25 percent may be loaned if the value is 125 percent; 
An additional 30 percent may be loaned if the value is 130 percent; 
An additional 35 percent may be loaned if the value is 135 percent; 
An additional 40 percent may be loaned if the value is 140 percent. 

Oklahoma.—Fifteen percent of the capital unimpaired and surplus unimpaired. 
Limitation does not apply to— 

(1) Obligations arising out of the discount of commercial or business paper 
actually owned by the party negotiating same; an additional 15 percent may 
be loaned thereon. 

(2) Obligations secured by warehouse receipts covering readily marketable 
nonperishable staples fully insured. 

If the value is 125 percent of the loan 10 percent additional is allowed; 
If the value is 130 percent of the loan 15 percent additional is allowed ; 
If the value is 135 percent of the loan 20 percent additional is allowed ; 
If the value is 140 percent of the loan 25 percent additional is allowed; 
If the value is 145 percent of the loan 30 percent additional is allowed ; 
If the value is 150 percent of the load 35 percent additional is allowed ; 
If the value is 155 percent of the loan 40 percent additional is allowed. 

(3) Obligations secured by shipping documents or instruments trans- 
ferring title covering livestock, the value of which is 125 percent of the loan, 
an additional 15 percent. 

Oregon.—Ten percent of the paid-up unimpaired capital and surplus. Limita- 
tion does not include obligations secured by warehouse receipts or shipping 
documents transferring and securing title covering readily marketable non- 
perishable staples fully insured— 

An additional 15 percent is allowed when value is 115 percent; 

An additional 20 percent is allowed when value is 120 percent ; 

An additional 25 percent is allowed when value is 125 percent; 

An additional 30 percent is allowed when value is 130 percent ; 

An additional 35 percent is allowed when value is 135 percent; 

An additional 40 percent is allowed when value is 140 percent. 

Obligations secured by shipping documents transferring title to livestock the 
value of which is 125 percent of loan, 15 percent may be loaned. 

Obligations as endorsers, assignors, or guarantors of conditional sales con- 
tracts actually owned by the person are limited to 20 percent. 

Pennsylvania.—Ten percent of the unimpaired capital and surplus. Limita- 
tion does not apply to— 

(1) Discount of commercial or business paper actually owned by the 
party negotiating same. 
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(2) Obligations secured by warehuse receipts securing title to readily 
marketable nonperishable staple goods including livestock when actual 
value is 115 percent and is fully insured. 

Rhode Istand.—Ten percent of capital and surplus. Limitation does not apply 
to the discount of commercial or business paper owned by the party negotiating 
same. 

South Carolina.—Ten percent of capital and surplus. May be extended to 
15 percent by vote of directors. Limitation does not apply to— 

(1) Commercial or business paper actually owned by the person. 

(2) Obligations secured by warehouse receipts of readily marketabie 
nonperishable staples fully insured. If the value is 150 percent an addi- 
tional 25 percent may be loaned. If value is 120 percent, 30 percent may 
be loaned with 5 percent increase for each 5 percent increase in the value, 
with a limit of 50 percent. 

South Dakota.—Twenty percent of capital and surplus. Limitation does not 
apply to discount of business or commercial paper owned by the party negotiat- 
ing same. 

Tennessee.—Fifteen percent of the capital and surplus but may be extended 
to 25 percent by the Board. Limitation does not apply to obligaitons secured 
by waréhouse receipts covering readily marketable nonperishable staples fully 
insured. Loans up to 25 percent may be made if the value is 115 percent with 
an increase of 5 percent for each 5 percent of value increase up to 50 percent. 

Teras.—25 percent of capital and surplus. Limitation does not apply to— 

(1) Discount of commercial or business paper by the actual owner. 

(2) Indebtedness evidenced by notes secured by liens upon agricultural 
products, manufactured goods, and other chattels in storage when the value 
is not less than 125 percent of the indebtedness. 

Utah.—15 percent of capital and surplus. Limitation does not apply to— 

(1) Discount of commercial paper owned by person negotiating same. 

(2) Loans secured by warehouse receipts on readily marketable non- 
perishable staples fully insured; if the value is 115 percent an additional 
15 percent may be loaned with an increase of 5 percent for every 5 percent 
increase in value up to 45 percent additional. 

Vermont.—$10,000 or 1 percent of gross assets, whichever is greater. Limi- 
tation does not apply to— 

(1) Commercial or business paper discounted by actual owner. 

(2) Indebtedness secured by liens on agricultural products, manufactured 
goods or other chattels the value of the security being not less than 125 
percent. 

(3) Indebtedness arising out of dairy transactions. 

Virginia.—15 percent of capital and permanent surplus. Limitation does not 
apply to— 

(1) Discount of commercial or business paper actually owned by person. 

(2) Obligations secured by livestock the value of which is 115 percent. 
An additional 15 percent may be loaned thereon. 

(3) Obligations secured by readily marketable nonperishable staples fully 
insured. If the value is 115 percent of the obligation 15 percent additional 
may be loaned; with each increase of 5 percent in value 5 percent additional 
may be loaned to a limit of 50 percent. 

Washington.—10 percent capital and surplus. Limitation does not apply to— 

(1) Discount of commercial paper actually owned by person negotiating 
same. 

(2) Obligation secured by collateral security having a market value of 
15 percent more than the loan. : 

West Virginia.—10 percent of capital stock, debentures, and surplus. Limita- 
tion does not apply to— 

(1) Discount of commercial or business paper actually owned by the 
person negotiating same. 

(2) Obligations secured by readily marketable nonperishable staples fully 
insured. An additional 25 percent may be loaned if the value is 115 percent, 
with an additional 5 percent for each 5 percent increase in value, to a limit 
of 50 percent. 

Wisconsin,—20 percent capital and surplus or 15 percent of capital and surplus 
together with listed exceptions. Exceptions include loans which may be made up 
to 30 percent secured by warehouse receipts covering readily marketable non- 
perishable staples fully insured, valued at 140 percent. Limitation does not 
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apply to discount of commercial or business paper actually owned by the person 
negotiating same. 

Wyoming.—20 percent of capital paid in and surplus. Limitation does not 
apply to— 

(1) Discount of commercial paper actually owned by person negotiating 
same, 

(2) Obligations secured by warehouse receipts covering readily market- 
able nonperishable staples fully insured. An additional 10 percent may be 
loaned if the value is 130 percent, with an additional 10 percent for each 
increase of 10 percent in value with a limit of 50 percent. 


FEDERAL STATUTORY LENDING LIMITATIONS ON LOANS MADE BY NATIONAL BANKS 
SECURED BY A First LIEN ON REAL PROPERTY 


Fifty percent of appraised value for loans of 5 years ; 6634 percent of appraised 
. * 2) / Sc , 
value for loans of 10 years amortized; 6644 percent of the appraised value for 
loans of 20 years amortized. 


STATE STaTuToRY LENDING LIMITATIONS ON LOANS MADE BY STATE BANKS 
, SECURED BY A First LIEN ON ReEAt PROPERTY 


Alabama.—No statutory limitation. 

Arizona.—No statutory limitation for commercial banks; 60 percent of the 
market vaiue for savings banks. 

Arkansas.—No statutory limitation. 

California.—60 percent of the sound market value on 10-year loan; 6624 
percent of sound market value on 20-year loan on single-family residence; 
6624 percent of sound market value on 20-year loan on farm property ; 85 percent 
of sound market value on 6-month loans. 

Colorado.—50 percent of appraised value on 5-year loan; 60 percent appraised 
value on 10-year loan amortized. 

Connecticut.—50 percent appraised value; 6624 percent appraised value not 
to exceed $20,000 or one-half of 1 percent of capital and surplus whichever is 
greater for a 25-year loan amortized. 

Delaweare.—Security must have a value 15 percent greater than the loan. 

Florida.—No statutory limitation. 

Georgia.—50 percent of the fair market value; 75 percent of the fair market 
value for loans amortized. 

Idaho.—50 percent of the appraised value for loans of 5 years; 6624 percent 
of the appraised value for loans of 10 years amortized; 6624 percent of the 
appraised value for loans of 20 years amortized. 

Illinois.—No statutory limitation. 

Indiana.—50 percent of the appraised value for loans of 10 years; 6624 percent 
of the appraised value for loans of 20 years amortized. 

Towa.—50 percent for loans of commercial banks; 60 percent of the appraised 
loans of savings banks of 10 years amortized. 

Kansas.—No statutory limitation. 

Kentucky.—No statutory limitation. 

Louisiana.—No statutory limitation. 

Maine.—60 percent of the market value for loans made by savings banks. 

Maryland.—No statutory limitation. 

Massachusetts.—50 percent for loans of 3 years; 60 percent for loans of 5 
years amortized, and 66%4 percent for loans of 20 years amortized. 40 percent 
for loans of 3 years; 60 percent for loans from 3 to 20 years amortized; 70 
percent for loans of 5 to 20 years amortized and limited to $25,000; 75 percent 
for loans from 10 to 20 years amortized with a limit of $12,000; 80 percent of the 
value for loans of 20 years amortized with a limit of $12,000, for loans by savings 
banks. 

Michigan.—50 percent of the appraised value for loans of 5 years; 6624 percent 
of the appraised value for loans of 10 years amortized; 6634 percent of the 
appraised value for loans of 20 years amortized. 

Minnesota.—40 percent of cash value. 

Mississippi.—No statutory limitation. 

Missouri—No statutory limitation. 

Montana.—50 percent for 5 years; 60 percent for 10 years amortized. 

Nebraska.—No statutory limitation. 
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Nevada.—No statutory limit; loans must be repayable in 30 years. 

New Hampshire.—70 percent of the value of the property. 

New Jersey.—6634 percent of the appraised value for loans of 20 years 
amortized ; 80 percent of the first $15,000 and 50 percent of the excess for loans 
on single-family houses with a limit of $25,000 for 20 years amortized ; 80 percent 
for the first $20,000 plus 50 percent of the excess for loans on 2-, 3- and 4 
family units for 20 years amortized; savings banks 80 percent of the appraised 
value or $25,000, whichever is less, for loans of 20 or 25 years amortized; 80 
percent of the appraised value on the first $30,000 and 50 percent of the excess 
for loans on two or more family dwellings for 20 or 25 years amortized; 6674 
percent of the appraised value on other than family dwellings for loans of 10 
years and amortized. 

New Mezico.—50 percent of the appraised value ; 66%4 percent of the appraised 
value for 20 years amortized. 

New York.—66%4 percent of the appraised value; savings banks 60 percent 
of the appraised value, 6624 percent of the appraised value if improved ; $25,000 
or 80 percent of appraised value, whichever is less, for property improved by a 
single-family residence not more than 10 years old, to be repaid within 75 per- 
cent of the useful life of the building, and amortized; $25,000 or 90 percent, 
which ever is less, for a loan on a single-family house not more than 2 years 
old having a duration of 75 percent of the life of the house or 30 years, amor- 
tized. 

North Carolina.—No statutory limit. 

North Dakota.—50 percent for loans of 5 years; 60 percent for loans of 10 
years amortized. 

Ohio.—50 percent of the appraised value for loans of 5 years; 66% percent of 
the appraised value for loans of 20 years amortized. 

Oklahoma.—50 percent of the appraised value; 70 percent of the appraised 
value for loans of 10 years amortized. 

Oregon.—50 percent of appraised value and 6624 percent for loans of 10 or 
20 years amortized. 

Pennsylvania.—66% percent of the actual value for loans of 10 years; 66%4 
percent of the actual value for loans of 20 years amortized. 

Rhode Island.—Savings banks 40 percent for unimproved real estate and 60 
percent for improved real estate. 

South Carolina.—60 percent for loans of 10 years. 

South Dakota.—No statutory limitation. 

Tennessee.—No statutory limitation. 

Texas.—66%4 percent for loans on residential property to be paid off in 240 
months; 60 percent for loans of 5 years and 50 percent for all others. 

Utah.—60 percent. 

Vermont.—40 percent for loans of 5 years; 6624 percent for loans of 20 years. 

Virginia.—50 percent; 6624 percent for loans of 20 years amortized. 

Washington.—60 percent of value; 6624 percent of residential property; 80 
percent of residential property which is less than 2 years old, to be loaned on 
the first $10,000, 50 percent for the amount over that for a loan of 20 years, 
for loans by savings banks. 

West Virginia.—No statutory limitation. 

Wisconsin.—No statutory limitation. 

Wyoming.—50 percent for loans of 5 years; 60 percent for loans of 10 years. 
renewable. 

Mr. Motrer. I think that in many instances our State banks in 
New York can lend on real estate up to the extent of 6624 percent. 

Mr. Giwney. That is true. ‘ 

Mr. Motrer. I think that you are heartily in accord with the dual 
banking system and want to preserve it ? 

Mr. Gipney. We are very much in accord with it and we don’t 
want to take banks into the national system by greater liberality. 

We have some figures regarding this ratio: In New York the limit 





is 6624 percent of the appraised value of real estate. 

In several other States, they have sliding scales. California has 
60 percent for loans of not more than 10 years, 6624 on single family 
residences. 6623 percent on farms, 85 percent for loans of not more 


than 6 months. 
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Mr. Mutrer. Just to emphasize what you said about the change 
of law—as we are talking here it occurs to me that this very year in 
New York, the State legislature did change the provisions as to real 
estate loans and some institutions can now lend up to 90 percent on 
amortized loans on homes, 

Mr. Gipney. Then we are going to get 75 percent against their 
90 percent. In New Jersey they can lend 66%4 for 20 years, 80 percent 
of the first $15,000, and 80 percent of the first $20,000 under certain 
conditions. Friends from up there say they are trying hard to get 
their law amended to give them 80 percent, and I believe their sav- 
ings banks have it. 

I believe that Federal Savings and Loan Associations have been 
given 90 percent basis by the Home Loan Bank Board. So this pro- 
vision will not put us out in front. 

Mr. Mutrer. On the other hand, I think subdivision 4 of section 4 
would just about equalize you with State banks, would it not, 18- 
month construction loans? 

Mr. Gipney. I believe so. Of course, we have a 9-month basis for 
residental properties under construction, but not for commercial. 

Mr. Mutter. Yes, sir. Now, with refernece to subdivision 1 of sec- 
tion 4, on les seholds, I think you may agree with me that the language 
is a little too loosely drawn. It prov ides that we may lend on a lease- 
hold that runs for 10 years, or that may run for 10 years if the lessee 
extends his option. Shouldn’t it rather read provided the lease runs 
for at least 10 years beyond the period of the loan or has been ex- 
tended accordingly? If the bank is going to lend money on a lease 
that has an option, and the lessee fails to exercise the option, you have 
no security. 

Mr. Gipnry. Counsel says that it would be intended that that op- 
tion should run to the bank, would need to run to the bank. It would 
be assigned to the bank, so that the bank would be able to exercise it. 

Mr. Mutrer. Will the bank have the facilities for watching that 
kind of a situation and be able to move in and exercise the option ? 

Mr. Jenninoas. I am sure that it would, Congressman. 

Mr. Mutter. Are we not in a situation there where the lessee who 
has pledged the lease might say this lease isn’t worth extending, and 
the bank in order to keep the security sound must go in and become a 
tenant ? 

Mr. Gipney. Yes, sir. 

Mr. Mutrer. It would have to extend the lessee’s option and extend 
the lease, and then foreclose on the leasehold. 

Mr. Gipney. Or foreclose first. 

Mr. Mutter. Yes, sir, you would have to have a legally sufficient 
clause to permit the option to survive the foreclosure because what 
you are foreclosing is the lease as it stands. 

Mr. Jennrnos. All of those possibilities exist in connection with 
leasehold loans that may be made under the present law. However, 
we have experienced no trouble or found no trouble with such loans 
in the banks that make them. 

Mr. Gipney. We have some in the new State of Hawaii. The tend- 
ency is to have things done on le: aseholds, and they don’t run as long 
as a hundred years. T think they are 25 years. 

Then one of the matters that brought this to our attention was the 
matter of people acquiring a piece of property, or at least acquiring 
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tenancy of a piece of property aiong the railroad, like a warehouse, 
and the best they can get on that is a lease for a period of years. Yet 
it is very good security. 

So this is to facilitate those loans which seem to be all right. Now 
the great mass of real estate loans are fee titles which are not covered 
at all. But there again different States have different methods. 

Mr. Kirsurn. Mr. Multer, would you yield ? 

Mr. Mutter. I yield. 

Mr. Kitsurn. I want to say, Mr. Gidney, that it is a great pleasure 
to have you before us. I think you are one of the greatest Comptroller 
of the Currency we have ever had. I also want to say that it is a great 
pleasure to have our old friend Jesse Wolcott before this committee. 
He is our next witness, and I am sorry I cannot stay. His words of 
wisdom steered our side of this committee for a great many years, ever 
since I have been on it, and, of course, since he has left I have to think 
for myself a little bit and fumble around, and I am not half as good 
as he was. 

I wish he was up here controlling our side of this comittee again. 
If he ever does come back, I wish he would take my place. 

Mr. Motrer. I endorse all that Mr. Kilburn has said about Mr. 
Gidney and his associates and, of course, about Mr. Wolcott. 

Mr. Gidney, referring now to H.R. 6093, in section 5 is a reference 
to “commencement of business.” 

Does that contemplate commencement of business by the taking of 
deposits? Or would that also prohibit doing the necessary things to 
get ready to do business? That is, would this require all capital to be 
paid in before they could rent or buy quarters and employ help and 
buy equipment, and so forth? 

Mr. Gipney. Well, I think those things could be accomplished be- 
fore we issue the charter. Of course, usually most of those things are 
quite well completed before the charter is issued. 

Mr. JennrinGs. Oh, yes, they are. And the money, of course, would 
be paid in and held in a bank account under the control of the group 
of organizers. After they sign certain documents which our office re- 
quires, the group becomes a body corporate and may spend such por- 
tion of the money as is required, for furniture and fixtures and a 
banking house. 

Mr. Mutter. And this commencing business means opening the 
doors to the public and taking deposits, and investing the money. 

Mr. Jenntnos. That is right. 

Mr. Motrer. With reference to reports, I think you may be relax- 
ing your controls a little too much when you change your rule as to re- 
quiring reports with reference to dividends. 

As I read the proposed statute, it seems to me that there is no ad- 
vance notice that will be required if this bill is enacted as submitted. 
There will be no advance notice required in advance of declaring divi- 
dends. You would get notice only after dividends are declared; is 
that right? 

Mr. Gipney. I think that is true. 

Mr. Jenntnos. We now receive notice of the declaration of divi- 
dends. We have not found them of any particular value. Of course, 
there is another section of the bill that does provide a safeguard that 
does not now exist. In other words, a bank’s board of directors may 
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not declare and pay dividends that would exceed the net retained 
earnings of the past 3 years, so that that is a safeguard. 

We do not believe that the notice of the declaration of a dividend 
serves a useful purpose. We receive it, look at it, but over long years 
it 4 not served a useful purpose to us. We don’t think we are losing 
a thing. 

> iy I will agree with you, Mr. Jennings, it didn’t until 
now. But if we write into the bill this new safeguard, which says 
what they may or may not do with reference to dividends; if that is 
written into the law, should you not then have advance notice that 
they are likely to violate the law? 

Mr. Jenninos. Well, it is a difficult question to answer. We have 
debated the pros and cons in our own office. The fact remains, how- 
ever, that we have not found them to be of value in the very few situ- 
ations where a board of directors has stepped out, declared improvi- 
dent or unwise dividends, and paid them. 

I believe that when a board of directors declares a dividend, it is 
legally required to continue through and actually pay the dividend. 
It would take a strong action, and I am not sure I am aware of the 
type of action that would be required to actually stop the payment 
once the declaration has been made, 

Mr. Mutrer. But if we have this new safeguard written into the 
law, and they are required to give you notice that they intend to 
declare a dividend and you analyze the statement and find that the 
dividend is in violation of the law, you could stop it, could you not? 

Mr. Jenninos. I think that is correct. 

Mr. Motter. While if it is declared and paid and you get the notice 
3 or 4 or 6 months later, there is little you can do about it except to 
take some action against the officers, but in the meantime the liquidity 
or solvency of the bank may be impaired. 

Mr. Jenntnos. Well, certainly I can say this: We do not regard 
that particular item as being important one way or the other. 

Mr. Gipnry. You see, we have 4,500 notices of that type coming in. 
We might have one bank that we would want to do something on. We 
are watching them in other ways. If we had a willful bank that was 
determined to pay dividends when they shouldn’t, it might be quite 
useful, but in the general run it isn’t useful, so we can take it or 
leave it. 

Mr. Mutter. All reports now are mandatory. That is, the law 
makes it mandatory that they be filed. 

What you are doing now 1s suggesting a change so that you can ask 
for them if and when you desire them; is that right? This bill would 
make it discretionary in your office to determine whether such a report 
should be filed. 

Mr. Gipney. Mr. Englert. 

Mr. Enetert. What you say is correct, Mr. Multer, but I should 
point out that this recommendation was originally a recommendation 
of the Hoover Commission. 

They found we weren’t making great use of these reports, that they 
imposed a burden on the banks, and they recommended that we dis- 
pense with them. 


Mr. Mutter. I would agree if you weren’t writing in this safeguard, 
which I think should be there. 
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_ Mr. Enorerr. There are restrictions on the payment of dividends 
in existing law. We haven’t had any problems there. 

Mr. Motrer. Just one other bit of information I would like to have 
you submit to us, Mt. Gidney, and pre this is not directed against 
you personally or against any member of your staff, and that is with 
reference to the amount of your bonds. 

Will you indicate to us, or supply for the record, the date when the 
statute fixed the amount of bond on the Comptroller at $100,000, and 
the date when it fixed the amount of the deputies’ bonds at $50,000 ? 

Mr. Gipney. Would you allow us to supply that in a letter? 

Mr. Mutter. Yes. ; 

Mr. Gipney. We will be glad to do so. 


TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, 
Washington, June 1, 1959. 
Hon. Paut Brown, 
Chairman, Subcommittee No. 2, 
House Banking and Currency Committee, 
Washington, D.C. 

My pesR Mr. CHAIRMAN: At the hearings on H.R. 6092, Representative Multer 
requested that we furnish to the committee information concerning the bonds of 
the Comptroller and of the Deputy Comptrolers of the Currency. The bond of 
the Comptroller was originally fixed at $100,000 by the act of February 25, 1863, 
which first established the Office of Comptroller of the Currency. This act was 
repealed by the act of June 3, 1864, but the latter act continued the requirement 
that the Comptroller give a bond in the amount of $100,000. The requirement 
with respect to this bond has not been changed since that date. The premium on 
the Comptroller’s bond is $108 for 2 years and it is paid out of the funds of the 
Office of the Comptroller of the Currency, 

The bond of the first Deputy Comptroller was fixed at $50,000 by the act of 
February 25, 1863, and was continued in the same amount by the act of June 3, 
1864. It has not been changed since that date. 

The act of March 4, 1909, authorized the appointment of an Assistant Deputy 
Comptroller and fixéd his bond at $50,000. The act of March 4, 1923 authorized 
the appointment of a third Deputy Comptroller and provided that he should give 
a like bond as the other Deputy Comptrollers. 

Thus, each of the deputies gives a bond in the amount of $50,000. The pre- 
mivm on each of these bonds is $67.50 for a 2-year period, and they are paid out 
of the funds of the Office of fhe Comptfoller of the Currency. 

In addition to giving individual bonds in the amount of $50,000, the three 
Deputy Comptrollers are also covered by a blanket bond in the amount of 
$200;000 which covers all employees of the Comptroller of the Currency. The 
premium on this bond is $5,818.85 for a 3-year period, and it is paid out of funds 
of the Office of the Comptroller of the Currency. 

We trust this is the information desired by the committee. 


Very truly yours, 
R. M. GIDNEY, 
Comptroller of the Currency. 


Mr. Mouurer. I still feel that the comptroller of the city of New 
York is required to file a $250,000 bond, and he has none of the— 
I shouldn’t say none, but his obligations and duties don’t begin to 
compare with those of the Office of the Comptroller—and again I 
say it is not directed against you, I think we should do something 
about that, not for you or any of your deputies, but as a matter 
of principle. 

Mr. Girney. You are quite right. I don’t take that personally, 
and I certainly have no opinion as to what the bond should be. It 
isn’t really for me to have an opinion. If the committee thinks it 
should be more, they should so arrange it. 


end © 
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Mr. Morrer. One last thing, I think you have made out a good 
case here, in part, for taking the Office of the Comptroller out of 
the FDIC. You are now going along with the recommendation 
that: we transfer to FDIC some of the duties of your Office to lighten 
your burden. I go further and say that all of your burdens as to 
the FDIC should be lightened. 

Mr. Gipney. Receivership work has been transferred over there 
already. Thus it has lightened the burden of our Office a Good deal. 
This item is just a final step in finishing that particular job. 

Mr. Mourer. Thank soup iis Chairman. 

Mr. Brown. Mr. Vanik. 

Mr. Vantx. I have just a few questions, Mr. Chairman. 

With respect to HR. 6092 and the liberalization made with respect 
to commercial loans, I am concerned about the tendency to divert 
more of the bank’s facilities and credit to the larger commercial 
business rather than the smaller borrowers, such as the person who 
wants to get a real-estate loan. 

Wouldn’t this legislation result in a greater diversion of national 
bank credit from prospective home buyers, for example, to the com- 
mercial institutions? 

Mr. Grwney. I would think that it would not change the situation. 

Mr. Vanix. It would open new avenues for commercial activity ? 

Mr. Gipnry. Rather than open new avenues, it rather increases 
the safety, that is the facility. I think banks would find a way to 
make these loans: They can make them now and do make them, 
but they have to make them without taking a lien on the real estate, 
as I understand it. 

Mr. Vantin. Yes. 

Mr. Groner. If you are building a large office building, or some- 
thing of that kind, or a supermarket, I think the banks make the 
loans. I know they do, but they can’t take the real estate as security, 
and yet it is the fundamental security. I don’t think that. it will 
greatly change the amount of business, or the funds going out that 
way, but it will give the banks a great deal better protection and 
make them better able to take care of those building projects. 

Mr. Vantx. Would it constitute protection to have the declassifi- 
cation of a great part of these loans as real estate loans? Would this 
not have the effect of expanding commercial credit? That is the 
purpose, isn’t it? 

Mr. Giwney. We have this provision right now for residential loans, 
so undoubtedly many of them have been made and they have worked 
all right over a good many years. 

Mr. Jennings thinks we are talking about different parts. I wonder. 
I am speaking about these construction loans. Is that what you had 
in mind? 

Mr. Vanik. Well, I dm thinking about the other section, the one 

Mr. Gipney. The one where we have a working capital loan to a 
manufacturer ¢ 

Mr. VantK. Yes. 

Mr. Gapney. Well then, on that, those loans are made just. the same. 
It gives a better measure of protection. I am particularly interested 
in that because I had quite a lot of experience in the Federal] Reserve 
banks m making loans to industries that were not gilt-edge prospects, 
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and we made them the loans and took—as we could, under’ section 
13(b), and took mortgages on the plant. 

Now, the mortgage on the plant alone might not have been very 
valuable. But taking that together with the whole business, we found 
that if the business fell down, the plant gave us that little something 
that brought us out whole. It just places the bank in the position to 
do a much better job for industrial or manufacturing concerns; and 
that I can say confidently does not change the volume of loans going 
in one direction or another. 

It just makes for a much better lending relationship between the 
banks and the industry. 

Mr. Vanrx. Would you be able to provide for the record—I know 
you probably can’t do it right now—the ratio between individual loans 
and corporate loans made by national banks during the past year? 

Mr. Gipney. I think we would have to see what we can do. I think 
that the schedules in reports divide those things up very well. 

Mr. Vantk. The fear that I have is that the national bankin 
system is becoming more and more of a system for the commercia 
borrower and commercial businessman than it is for the individual. 

Mr. Gipney. Well, I don’t think you have to be apprehensive on 
that score when you consider the way they are going out with con- 
sumer credit, and so-called check credit loans and bill-paying loans. 

Mr. Vanrk. How would you classify the consumer credit? As 
individual credit? Most of this aper is all collected by someone and 
then brought to'the national banks, so it is not an individual relation- 
ship. That is a commercial relationship. 

I don’t think you can consider all consumer credit in as individual 
lending because it isn’t really that. Considerable paper is accumu- 
lated and brought to the commercial banks, and it is a commercial 
transaction rather than an individual transaction. 

Mr. Giney. Well, if an individual buys an automobile, that: is 
individual. 

Mr. Vanrx. Well, of course, you could tie an individual into every 
phase of the lending, but it seems to me that the national banks have 
gotten further and further, in some communities, ‘almost completely 
outside of individual lending, outside of the small loans they could 
be making. 

Mr. Gioney. I could review here very quickly the spread of loans 
and discounts at December 31. Real estate loans, farmlands, $562 
million. 

Residential purposes—— 

Mr. Vantx. Those farmland loans were probably commercial farm 
loans, too. 

Mr. Gipney. No, I don’t think so. 

Mr. Jennines. I wouldn’t think so. 

Mr. Gipney. I think they would be individual. 

Mr. Vantx. When we talk about individual loans, let’s consider 
loans limited to, say, $20,000 or $25,000. Is there any way you could 
give us a breakdown on the number of loans under $25,000? What 

reentage of the national bank loans would be for indebtedness under 
£55,000 as distinguished by the number of loans in excess of $25,000? 
With this information, we could compare the relationship between 
the national banks and individual service, or service to individual 


people. 
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Mr. Jenntnos. I don’t believe we have the data on that. Of course, 
a very rough approximation could be made based on the size of indi- 
vidual banks. Certainly if we were to go into the average small town 
bank we would find most of the loans in number to individuals. 

In the large banks in New York and Chicago, why, of course, the 
majority of loans as to aggregate amount would be commercial loans. 

Mr. Vantx. I wouldn’t expect there would be very many commer- 
cial loans in the noncommercial areas. But let’s take the average city, 
or the average urban community, where you have a normal amount of 
commercial and industrial activity. 

Mr. Jennrnos. I would like to say this: That of the 13,000-odd 
commercial banks in the country, over 10,000 of them have total 
resources of $10 million or less, so in that particular group—and that 
is a large number of banks—I think you would find that the individual 
fares very well. Actually, I think the individual fares very well in 
the larger banks. 

Mr. Vanrtk. Well, the larger number of banks have a low volume 
of business in proportion to the total. It certainly is not in propor- 
tion to the banks in large cities. If there is any way to get it, f would 
like to determine what the national banks do on national averages 
with loans under $25,000 ? 

Mr. Giwney. I don’t think we have that. 

Mr. Vanik. This would be an important statistic. 

Mr. Giwnry. That would require a special investigation. Those 
studies have been made from time to time by the Federal Reserve 
Board, but they are not current. We could give you a memorandum 
on the spread of national bank loans. 

In fact, they have about $54 billion ; $22 billion is in commercial and 
industrial loans, then the next largest item on here is passenger auto- 
mobile installment loans of $3,800,000, other retail consumer install- 
ment loans, $1,400 million, residential repairs, $1,300 million, other 
personal loans, $3,300 million. 

Mr. Vantk. How many loans to individuals on houses? 

Mr. Gipney. Well, our real estate loans—I don’t know the num- 
bers, but secured residential properties insured by FHA, $3,500 mil- 
lion, insured by VA, almost $2 billion, not insured or guaranteed by 
FHA or VA, $4,800 million. 

Mr. VantK. That is less than 10 percent of the total business, then ? 

Mr. Gipney. No, that is about $9 billion out of $54 billion, about 
a sixth. 

Mr. Vantk. Yes. 

Mr. Gipnry. The banks today are really pursuing loans up this 
street, that street, and in every way. 

Mr. Vantk. Now, with respect to H.R. 6093, how many national 
bank charters are we granting these days? How many did we grant 
last year ? 

Mr. Giwney. I think 18. 

Mr. Vantk. Eighteen last year? 

Mr. Gipney. Yes. 

Mr. Vantx. And how about in 1957 ? 

Mr. Gipnry. About 21 or 20. I may be one or two wrong either 
way. 

Mr. Vantk. What has the average been over the last 5 or 6 years? 

Mr. Gipney. That has been about the way it is run. 
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Mr. Jennines. That is right. 

Mr. Gwner. The State departments have granted two or three 
or four times as many. So there is a more rapid growth in their 
numbers. 

Mr. Vanix. Well, I was interested in how many were being issued. 
I don’t think I have any further questions at this time. 

Thank you very much, Mr. Gidney. I certainly appreciate your 
being here. 

Mr. Brown. Mr. Barr. 

Mr. Barr. I don’t have any questions, Mr. Chairman. 

Mr. Brown. Mr. Moorhead. 

Mr. Moornxap. Mr. Gidney, I would like some information on the 
history of these exceptions that are set out in R.S. 5200. 

Why do we have these? If we have a 10 percent general limitation, 
why do we have these 25 percent limitations on loans on livestock, 25 
percent on loans on staples, and so forth. Is there any reason for this? 

Mr. Gipney. Well, I think Congress must have thought so at the 
time they enacted them. Let me just turn to that section here. 

Mr. Vanrx. You weren’t trying to pick up some of that business 
from Commodity Credit, were you ? 

Mr. Gipney. Here we are. Limitations on the limit of liability for 
any one borrower. And that as you say is 10 percent as a generality. 

e first exception is obligations in form of drafts or bills of ex- 
change drawn in good faith against actually existing values. They 
shall not be subject to any limitation based on capital surplus. They 
were considered to be commercial paper. That has been there I don’t 
know how many years. I can’t give you the history of this too ade- 
quately. But that has been there as long as I have been around this 
business and has worked out all right. 

The next are obligations arising out of the discount of commercial 
or business paper actually owned. That arises from the sale of goods, 
and that has no limitation whatever. 

Obligations drawn in good faith against actually existing values 
and secured by goods or commodities in process of shipment. 

Bankers’ acceptances, that exception is, of course, very clearly 
proper. They are the best type of paper you can have. 

When they come to exception six, it is a very lengthy one and 
is designed to help the movement of agricultural products. We can 
run up there to a higher and higher limit, based on the margin of 
the commodity that backs the loan with an increasing permissive Joan 
as the percentage of security increases. That has worked quite well. 
That becomes very necessary in the crop-moving time. 

Mr. Moorneap. Is that the reason for it, that you have a sudden 
surge in time of harvest ? 

Mr. Gipney. Yes, that is the fundamental reason. That applies to 
cotton growing, or wheat growing areas, corn, and so forth. 

Mr. Moorneap. Steel would be just as good security as cotton and 
yet you are limited to 10 percent. 

Mr. Gipnery. Well, let me see. I think steel could come under that. 
That is a ready marketable, nonperishable staple, if it is characterized 
as security. 

Mr. Jenntnos. Normally, processed items do not come under sec- 
tion 6, so I am not positive that it would. I think our counsel would 
believe that it would not. 
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Mr. Gipney. Well, if it is good steel rods, I think 1 would argue 
with him. 

Exception 7: Shipping documents, covers loans on livestock. We 
have asked to have that extended to dairy cattle. It already gives an 
exception for beef cattle and range cattle, and we propose giving it 
to dairy cattle, which we think are quite as worth while as the other. 

Exception 8 is a limitation on loans secured by U.S. Government 
obligations, and we propose to take out the phrase “in the form of 
a note” because they are very often in the form of repurchase agree- 
ments. 

Mr. Moorneap. Mr. Gidney, I was particularly interested in your 
explanation of No. 6 and 7, which I didn’t understand. Are those 
exceptions actually used by the banks? 

Mr. Gipnery. Oh, yes. 

Mr. Moorweap. It seems that it could be a very large loan to an 
individual. 

Mr. Gipney. It could be, yes. And they have on occasion created 
trouble, but generally the record has been good, and the exceptions 
have been justified by the experience. Take such matters as wheat 
loans and that kind of thing, they work out fine if the wheat is there. 
Sometimes you find the wheat isn’t there, in which case there is real 
trouble. That has happened. 

Mr. Jennrinos. Under exception 6 it is possible to loan, with a 
proper margin of security, up to 50 percent of a bank’s capital and 
surplus to one borrower. That is a large amount of money. How- 
ever, as Mr. Gidney just noted, over the years the problems that have 
grown out of this exception have almost invariably involved bad faith 
on the part of the borrower, and sometimes a loose practice on the 
part of the lending bank, involving the warehoused commodity, the 
staple. 

However, it is a very, very useful exception to the 10 percent limit. 
It is used very widely and broadly throughout the country. Ninety- 
nine and ninety-nine one-hundreths percent of the time it is a useful 
and valuable exception and national banks would find it very difficult 
to get along without it. The number of losses that have grown out 
of that exception have been infinitesimal in relation to the huge vol- 
ume of loans that have been granted under it. 

Mr. Groner. Mr. Moorhead, you appreciate that this is a particular 
necessity for the small country bank, which is in a section where a 
crop comes that is large. Without these exceptions they would be 
pinched very badly. 

Mr. Moorneap. In which case the farmer would have to go to a big 
city bank. 

Mr. Gipney. Yes. 

Mr. Jenninos. A canning factory, for example. It cans its peas 
and beans and so forth in a country town and it can obtain a much 
larger loan through pledging its canned goods until sold. 

Sometimes, of course, they have to go to larger banks in the city. 
Nevertheless the local country bank is able to participate safely to a 
more generous extent under this provision. 

Mr. Gipnry. These have have all come in at different times. Here 
is No. 11, the obligations for local public agencies, defined by the 
Housing Act. That has been put in at the instance of the housing 
authorities. 
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No. 10 is where the loan is covered by guarantees or commitments 
or agreements to take over purchase made by a Federal Reserve bank 
or by the United States. Those would be 13(b) loans which did exist 
and now are no longer permissible, or the loans that were made where 
the Reconstruction Finance Corporation would have taken them over, 
now no longer in being. 

This No. 10 exception would apply, I believe, to the Small Business 
Administration, ans they guarantee to take over, and that takes it 
out of the 10 percent limitation. 

In other words, it is quite an important section. I think those of 
us who have lived with section 5200 have almost forgotten its history. 
It has grown up through usage. 

Mr. Moorneap. Well, coming at it completely new, it doesn’t seem 
to have much logic. But I guess it just grew. 

Mr. Gipney. Yes, it grew like Topsy. 

Mr. Moorneap. Thank you. 

Mr. Brown. On behalf of the committee, Mr. Gidney, I want to 
thank you for your splendid statement. 

Mr. Gipney. Thank you. 

Mr. Motrer. Mr. Chairman, I don’t want to take up any more time 
than necessary, but I notice that in the Financial Institutions Act of 
1957 there was a provision against nonbankers doing a banking busi- 
ness, which is much stronger than the one in this bill. I know you 
don’t have time now, but would you let us have some comment for 
our record on whether or not we shouldn’t take the stronger provision 
rather than the weaker one? 

Mr. Gipney. I would like to ask Mr. Jennings and Mr. Englert. 
I suppose we felt we could get something moderate more readily. 
We would be satisfied with this, and it is not really exactly in our 
field, but we did note a case in a certain big State where there was 
a company that called itself the U.S. Trust Co., I think. It took 
deposits in large amounts and was not supervised by anybody, and 
it grew up and there were good-sized losses. We thought that even 
though it wasn’t exactly our business, we should put in something 
that would provide some safeguards against that. Some States have 
safeguards. 

Mr. Jenntnos. May I say this, I believe the language, Mr. Multer, 
is exactly the same as it was in the Financial Institution Act. 

Mr. Mutter. It is the same, you say ? 

Mr. Jenninos. Yes, sir; I believe it is. It may be that you are 
thinking about a provision which I don’t believe we put in, referring 
to the use of the word “bank.” 

Mr. Mourer. I have in mind the provision that appears on page 
32 of the committee print, the House committee print of May 24, 
1957, on the Financial Institution Act of 1957, subdivision B, on page 
32, which seems to me much stronger than what you have here. 

Mr. Jenninas. Yes, I believe that was a recommendation of the 
ABA, and that does pertain to the use of the word “bank” in adver- 
tising. That particular provision is not included in either of the 
two bills before us today. 

Mr. Mourer. Would you want to submit to us some comment on 
whether or not that provision is agreeable to your office ? 

Mr. Giwney. I think we could say that right off, because it is more 
comprehensive and I think we would ‘agree with what is here. But 























NATIONAL BANK AMENDMENTS 37 


we will be glad to accept either provision that Congress wishes to 
ive us. 
. Mr. Brown. You may be excused, Mr. Gidney. 
Mr. Gipney. Thank you, sir. 
Mr. Brown. Our next witness is the Honorable Jesse P. Wolcott, 
Chairman of the FDIC, and former chairman of this committee. 
Will you please come around, Mr. Wolcott? Mr. Wolcott was a 
member of this committee for a great many years, for over a quarter 
of a century, and he was also chairman when his party was in control 
of the House. We are always very glad to have his counsel. He is 
well informed on all matters concerning the banking business. 
You may proceed in your own way, Mr. Chairman. 
Mr. Mutter. I notice that he is ably supported by Mr. Cocke, a 
gentleman from your own State. 
.Mr. Brown. Yes indeed, and Mr. Cocke is one of the best bankers 
that Georgia ever produced and once headed one of the most important 
banks in the State. 


STATEMENT OF HON. JESSE P. WOLCOTT, CHAIRMAN, FEDERAL 
DEPOSIT INSURANCE CORPORATION; ACCOMPANIED BY ERLE 
COCKE, DIRECTOR, NEIL G. GREENSIDES, ASSISTANT TO THE 
CHAIRMAN, AND ROYAL COBURN, GENERAL COUNSEL 


Mr. Wo corr. I might say, Mr. Chairman, that the reason why the 
Corporation gets along as nicely as it does is because the Chairman 
has at his right hand the gentleman from Georgia, to tell him 
what to do. 

I have also with us Mr. Greensides, assistant to the Chairman of 
the Board, and Chief of the Division of Examination, and Mr. Royal 
Coburn, General Counsel. 

I don’t have to say, Mr. Chairman, how pleased I am to be back 
here again and to be given this opportunity to express the views of 
the Corporation on H.R. 6092 and 6093, which were introduced by 
you as chairman of this subcommittee. 

H.R. 6092 would authorize the appointment of two additional 
Deputy Comptrollers of the Currency and would amend the borrow- 
ing and lending limitations applicable to national banks. 

H.R. 6093 would amend the national banking laws to clarify or 
eliminate ambiguities, to repeal certain obsolete laws and to make 
changes for the improvement of the supervision and operations of 
national banks. 

From our information concerning the operation of the Office of the 
Comptroller of the Currency, and from the statements heretofore 
made by the Comptroller concerning the workload of his office, we 
would favor the increase of the number of the Deputy Comptrollers 
from three to five, proposed in section 1 of H.R. 6092. We think this 
proposal will facilitate the administration of that Office. 

This amendment further provides that the Deputy Comptrollers, 
in the order of their succession, shall perform the duties of the 
Comptroller “during a vacancy in the office or during the absence or 
disability of the Comptroller.” 

This provision is related to an amendment of the Federal Deposit 
Insurance Act, proposed in section 20 of H.R. 6093, providing that the 
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Acting Comptroller shall be a member of the Board of Directors of 
the Corporation in the place of the Comptroller in the event of a 
vacancy in the Office of the Comptroller or “during the inability of the 
Comptroller to act, through absence from the city, illness or other- 
wise. ” 

Under existing law, the Acting Comptroller may serve on our 
Board of Directors only during a vacancy in the Office of the Comp- 
troller or during the absence of the Comptroller from Washington. 

It is desirable for the proper administration of the Corporation 
that the Acting Comptroller be authorized to serve in place of the 
Comptroller whenever the Comptroller is unable to act as a Director. 

As a Deputy Comptroller must be authorized to be the Acting 
Comptroller under the national bank laws before he can act in place 
of the Comptroller on our Board of Directors, the circumstances 
under which he may be a member of our Board of Directors should 
be the same as those under which he may become Acting Comptroller. 

Accordingly, we recommend that either the words “during the in- 
ability of the Comptroller to act, through absence from the city, ill- 
ness, or otherwise,” or the words “during the absence or inability to 
act of the Comptroller” be used in both section 1 of H.R. 6092 and 
section 20 of H.R. 6093. 

Section 2 of H.R. 6092 would increase the borrowing limit of na- 
tional banks from the amount of capital stock to the amount of capital 
stock plus the amount of unimpaired surplus, subject to certain ex- 
ceptions under which national banks may borrow larger amounts. 

his enlargement of the borrowing power is comparable to that in 
many States where State banks may borrow up to the amount of their 
capital and surplus and, in some instances, greater amounts with the 
approval of the State bank supervisory authority. 

This provision will, we believe, better enable national banks to carry 
on their banking business without unduly increasing the risk involved. 

The borrowing authority of national banks would be further 
amended by section 10 of H.R. 6093, which would delete an obsolete 
exception to the limitation on borrowing of “liabilities incurred under 
the provisions of the Reconstruction Finance Corporation Act.” 

This is one of the several exceptions which permit borrowing in 
greater amounts than the fixed limitation. 

Another exception is “liabilities incurred under the provisions of 
the Federal Reserve Act.” Until 1950, when the Federal deposit 
insurance law was removed from section 12B of the Federal Reserve 
Act and made the Federal Deposit Insurance Act, this exception ex- 
cluded loans by the Corporation to national banks from the limitation 
on their borrowing authority. 

In order that loans to national banks by the Corporation under its 
authority to assist insured banks in section 13(c) and (e) of the Fed- 
eral Deposit Insurance Act (12 U.S.C. 1823(c) and (e)) may not 
be barred by the limitation on borrowing by national banks, we recom- 
mend that the words “liabilities incurred under the provisions of the 
Federal Deposit Insurance Act” be added as an exception to the 
limitation on borrowing by national banks. 

We have considered the proposed changes in the limitations on 
loans to one person and on real estate loans in sections 3 and 4 of 
H.R. 6092 and we believe that these amendments are in accord with 
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sound banking practice and will facilitate the operations of national 
banks without undue risk. 

The reason and purpose of these provisions have been fully ex- 
plained by the Comptroller, and there is no necessity for me to repeat 
them. 

With referenee to H.R. 6093, I have already commented on sections 
10 and 20 of that bill. Section 3 of that bill would require the Comp- 
troller’s approval before the main office of a national bank could be 
moved from one location to another in the city in which it is located. 

His approval is now required for movement of the main office out- 
side of the city in which it is located. We believe this provision is 
desirable to prevent encroachment and improper competitive advan- 
tages to the detriment of other banks. Incidentally, it should be 
noted that the Corporation’s consent is now required before an in- 
sured State nonmember bank may move its main office from one loca- 
tion to another. 

Section 16 of H.R. 6093 would require approval by shareholders 
owning two-thirds of the stock of any national bank if its “liquida- 
tion is to be effected in whole or in part through the sale of its assets 
to and the assumption of its deposit liabilities by another bank,” un- 
less an emergency exists and the Comptroller specifically waives such 
requirement for shareholder approval. 

n City National Bank of nine SD. v. Fuller, (52 F. (2d) 870 
(8th Cir., 1931) ), it was said that the directors may sell all the assets 
of a national] bank where it is necessary for the protection of creditors 
in view of its approaching insolvency. 

The proposed authority of the Comptroller to waive the require- 
ment for shareholder approval is necessary and proper, we believe, 
to protect the Corporation from delays in rendering financial as- 
sistance to national banks in emergency situations. However, it is 
suggested that the words “sale of its assets” be changed to the words 
“sale of any of its assets” to avoid any implication that such provision 
is only applicable to the sale of all its assets. 

With the modifications I have mentioned, we recommend the enact- 
ment of H.R. 6092 and H.R. 6093. 

Mr. Brown. Thank you very much for your splendid statement, 
Mr. Wolcott. 

You think these bills should be enacted into law right away ? 

Mr. Wotcorr. Yes, sir. 

Mr. Brown. Mr. Multer, do you have any questions? 

Mr. Mutrer. I am sure that Mr. Wolcott has all the answers to the 
questions. 

Mr. Wotcorr. I am sure that the gentleman from New York is 
cognizant of the limitations of my ability. 

Mr. Mutter. I have no questions, sir. 

Mr. Brown. Does any other member of the committee have any 
questions? 

Mr. Barr. I have just one question for Mr. Wolcott. 

It seems to me, Mr. Wolcott, that one of the greatest troubles fac- 
ing the average small businessman today is the availability of credit. 
Do you think this legislation would assist the national banking sys- 
tem in being of service to, say, an average small businessman ? 
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Mr. Wo xcorr. I would think so, as Mr. Gidney has already testi- 
fied. It is not only conceivable but probable that it would increase 
the facilities for small business loans. 

Mr. Barr. It seems to me that some of these provisions that we 
have eliminated are an attempt to modernize the banking system. It 
seems to me that many of the provisions of this bill will make the 
banking system a little more realistic and responsive to the requests 
for credit from small business. 

Would you agree with that ? 

Mr. Woxcort. I quite agree with you on that. 

Mr. Barr. That is all, Mr. Chairman. 

Mr. Moorneap. Mr. Wolcott, I am referring to your suggested 
language about the sale of any of a bank’s assets. Wouldn’t that be 
unduly restrictive or do you think “the sale of substantially all its 
assets” would be better ? 

Mr. Wo tcorr. Well, there are some cases involving the assumption 
of liabilities and things of that nature, when some of the assets are 
not salable, and we could not effectuate that assumption if it was 
required that we would have to buy all of the assets. We buy such 
of the assets as are not presently marketable, and hold them, and in 
that manner we effectuate the relief of the bank. And so we feel 
if we had to buy all of the assets, or if we couldn’t buy any of the 
assets, it would make the liquidation of banks more difficult, and the 
baling out of banks or the relief which FDIC gives to banks in emer- 
gency situations. 

Mr. Mutter. Would the gentleman yield ? 

Mr. Moorneap. Yes. 

Mr. Motter. I think the language must be read in its complete 
context. This covers a sale of assets or part of assets only in connec- 
tion with a total or partial liquidation, and would not interfere with 
an ordinary sale of assets in due course. It comes into play only in 
the event of liquidation in whole or in part. 

Mr. Wo corr. That is correct. 

Mr. Moorneap. But it would require a stockholder approval if 
it were planned to liquidate most of the assets in kind. 

Mr. Mutrer. Yes, it would require stockholder approval. This 
would permit the Comptroller to waive stockholder approval. That 
is the purpose of the amendment. 

Am I not right, Mr. Wolcott ? 

Mr. Woxcorr. I believe so. TI will ask Mr. Coburn. 

Mr. Cosurn. This was put in due to the fact that when the Cor- 

oration renders financial aid, in an instance where the deposit liabil- 
ities are to be assumed by another bank, so that the sale of the assets 
can be made in parcels. For instance, in the ordinary case, the assum- 
ing bank will purchase all of the acceptable assets. The Corporation 
purchases the unacceptable assets. 

In some instances, as I think of one in Illinois, a bank closed, an 
assumption arrangement was worked out, the bank had some mort- 
gages in a distant part of the county. Assuming bank did not want 
to purchase those assets, but another bank was willing to, so three 
parties participated in the purchase of those assets, the assuming 
bank purchased part of them, the neighboring bank purchased part 
of them, and the Corporation purchased the balance of them. 
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Now, the interpretation to be placed on it is that the sale of assets 
does not have to be a sale of all assets in one transaction. .That is the 
reason this was put in. You will note this only refers to liquidation, 
and the Comptroller, in case of emergency, can waive stockholder 
approval on it. 

We think this is a very satisfactory proposal and will be of assist- 
ance to the Corporation in emergency transactions, 

Mr. Moornerap. Thank you. 

Mr. Brown. Mr. Cocke, would you like to speak about this? 

Mr. Cocke, Mr. Chairman, I think you are faced in these two acts 
with just a modification or modernization to a certain extent of exist- 
ing laws, where there were certain restrictive provisions, which offer 
the banks opportunity to modernize their activities. It would offer 
the small bank an opportunity to probably do a fuller job, where, 
when the percentages are tied on to a smaller bank, it is often cir- 
cumscribed. 

As to Congressman Vanik’s comment, I would like to say this: 
Out of the 14,000 banks in the country in round numbers, as it was 
brought out, some 10,000 of them have assets of $10 million or less. 
You will find first, on the one hand, it is thought definitely that there 
has been a concentration in certain big banks. But in this vast ma- 
jority of 10,000 to 12,000 banks, you will find a stronger tendency to- 
ward individual loans than you will toward commercial lending. 
I am not speaking in dollar figures, but about individual people doing 
business with the banks. 

The convenience of banking is being brought to the people. The 
greater knowledge of people toward banking, and the use of bank- 
ing. I think probably one of the greatest things that the banks them- 
selves, as well as the supervisory agencies have done in recent years 
has been to educate not only their own people but the public toward 
further uses of banking, and these provisions seem entirely practical 
and reasonable to me. 

To go back to your statement again, with this tremendous advance 
in the national gross product that we have had over the past 1, 3, 5, 
7 or 10 years, you will find that there has been a tremendous growth, 
of course, in banking. 

There has been a great increase in the number of loans, as well as in 
the totals, with the large loans concentrated to some extent in the big 
banks, but there has decidedly been an increase in the distribution of 
loans for construction and the like in smaller banks, and particularly 
in the past 5 or 8 years, I would say, in banking there has been what 
we call loan participation between banks, making it possible for a 
bank that is necessarily limited in its volume of loans to one indi- 
Mn or one firm, to increase its services by participation with other 

anks, 

These limitations have made it necessary for the small banks to call 
on the larger banks or the very large banks to participate in these 
loans with them that they may set up, so to that extent you are deriv- 
ing a further advantage. 

Mr. Vantx. The point that I make is that in your communities, 
in fact in most of the country, you have this close community banking, 
and you have that service and relationship, but in my city we have 
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three national banks, and all we can do is go fo a branch in which 
we operate under downtown policies. 

We don’t get community banking service at all. We have to go to 
eredit unions, to insurance companies and other lending institutions. 

Mr. Cocks. Well, I am sure the distinguished Congressman gets 
pretty good attention wheri he goes to his bank. 

Mr. Vanrk. I am thinking of 490,000 other people in my district 
who are not getting adequate community commercial banking services. 

Mr. Cocke. I think you will find banks today doing the best job in 
selling their product than they ever had. Twenty or thirty years ago 
you had to dig _— to get to them. 

Mr. Vanrx. I would say this: That I would wager that the smallest 
percentage of people in my community are doing business with na- 
tional banks, that is borrowing business, than ever before. They are 

ractically ruled out. They have gone to the insurance companies. 

hey have gone to the Federal Savings and Loan Associations, they 
have gone to the State-chartered building and loan associations, but 
for most of their business, they are practically out of the national 
bank world. 

Mr. Cocke. Well, to some extent—— 

Mr. Vanrk. Whether that is a d thing or not, I don’t know. 
Maybe that is a good thing. Maybe this is the way it ought: to be. 
But I feel that most of our people are getting a very remote service 
from national banking. 

Mr. Cocke. I will try to answer this way, specifically, on this: It is 
something I have had a little experience with in recent years. Of 
course, you have your new competition, so to speak, you are a little 
younger than I am, and it might not be as apparent to you as it 
might be tome. You have three or four new types of organizations 
set up, savings and loans, insurance companies, and your benks have 
gotten into those types of loans only since you started such Federal 
legislation as FHA, and things of that nature. Then a bank has an 
ten too, to serve all of its community, the commerce and: indts- 
try has to be served as well as the individual. 

Mr. Vanrk. That is right. 

Mr. Cocke. And in serving commerce and industry, sometimes the 
individual is served manyfold times more than he would be if you 
were to take two banks, one catering solely to the individual, and 
one solely to commerce and industry. You would get the two ex- 
tremes. But if you cater to both, you will see the greatest growth in 
the consumer loans departments of the banks in the country. 

It has been predominant. In fact, perhaps the growth may have 
been too great and too fast. 

Mr. Brown. Are there any other questions, gentlemen ? 

If not, I would just like to say that Mr. Cocke is a splendid citizen 
of my district and has had a great deal of experience in the banking 
field. 

We are delighted to have your testimony, gentlemen, and we are 
always glad to see you. ; 

Mr. Woxcorr. We appreciate the opportunity of appearing, before 
you, Mr. Chairman, and look forward to the next occasion with a great 
deal of anticipation. 
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Mr. Brown. Thank you. 

The Committee will stand in recess, to reconvene at 10 o’clock to- 
morrow morning. 

(Whereupon, at 11:45 a.m., the committee adjourned until 10 a.m., 
Wednesday, May 27, 1959.) 
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WEDNESDAY, MAY 27, 1959 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
SuscomMiTrTee No. 2, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10 a.m., Hon. 
Paul Brown presiding. 

Mr. Brown. The subcommittee will come to order. Our first wit- 
ness this morning is the Hon. Clifford McIntire. You may proceed, 
Mr. McIntire. 


STATEMENT OF HON. CLIFFORD G. McINTIRE, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MAINE 


Mr. McIntire. Thank you very kindly, Mr. Chairman. 

Mr. Chairman and members of the committee, my statement is 
rather brief and I would like to read it, because I think it covers the 
whole subject rather completely, with your permission, sir. 

Mr. Brown. All right. 

Mr. McIntire. On Febr uary 17 of this year, I introduced H.R. 
4590, a bill that is essentially identical to ru a b(2) of Section 4 
of H.R. 6092. 

Last year I appeared before this committee to urge the inclusion of 
this legal language in the Financial Institutions ‘Act of 1958 with 
the committee accepting the recommendation and incorporating it into 
the act concerned. This bill was not, however, reported out of the 
House Committee on Banking and Currency. 

Subsection b(2) of section 4 of H.R. 6092 is designed as is H.R. 4590, 
to remove the present legal provision which prev vents national banks 
from making loans in excess of 6624 percent of valuation or for any 
period longer than 20 years. 

My concern with this legislation stems from a keen interest in a 
unique organization created by the State of Maine in 1957. This 
organization is the Maine Industrial Building Authority, which was 
created through an act of the Maine Legislature for the purpose of 
promoting industrial development in my State. 

This building authority is empowered to guarantee up to $20 million 
in loans extended by banks and other lending institutions to local 
nonprofit cor porations located throughout Maine. This authority, in 
order to meet its obligations, is authorized to issue up to $20 million 
of its own bonds, and these bonds are fully supported by the full credit 
of the State. 
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Only nonprofit development corporations are entitled to borrow 
under this program, the maximum for any single loan being $1 mil- 
lion. In actual operation the local development corporations rent, on 
either a lease or lease-purchase basis, these buildings to existing and 
new industries. New structures are built only at such times as clients 
prove actively interested. 

The act under which this building authority was created provides 
that the local agencies must have a minimum of 10 percent equity in 
any undertaking; hence, participating banks may lend as much as 90 
percent of the valuation. Furthermore, the act permits that such 
ioans may be made for periods up to 25 years. 

This committee can readily see, then, how section 24 of the Federal 
Reserve Act, as presently constituted, serves to interfere with a full- 
force operation of this industrial development program in the State 
of Maine. Because national banks presently are, by section 24 of 
the Federal Reserve Act, precluded from making loans in excess of 
6624 percent valuation or for any period longer than 20 years, they 
cannot participate in full accord with the 90 percent-25 years pro- 
visions of the Maine Act. 

Mr. Chairman, there exists today a dire need for industrial develop- 
ment in the State of Maine. For instance, in my Third Congressional 
District the Calais-Eastport area, which is located in the eastern part 
of Washington County, is currently listed by the Department of 
Labor as a substantial labor surplus area. Similarly severe unem- 
ployment conditions also exist in other sectors of the State, as at 
Lewiston-Auburn, Rockland, Augusta, Biddeford-Sanford, Portland, 
Rumford, and Norway-Paris. 

But the unemployment in Maine is only part of the total picture, 
for presently although 65 million Americans are working, there are 
3.6 million who are unemployed. In effect, this unemployed figure of 
3.6 million represents an aggregate of pockets of unemployment 
throughout the entire United States. 

The problem that confronts us today then is one of supplying a 
stimulant that will serve to take up the slack in our economy—in the 
State of Maine, as well as in other States in the Union. 

My legislation poses as a possible approach to that objective, for 
it is designed to release a lending reserve that may well act to convert 
America’s industrial potential into a true dynamic. 

Mr. Chairman, I feel confident of the purpose of H.R. 4590 and of 
subsection b(2) of section 4 of H.R. 6092. However, it is for this 
committee, in its wisdom, to evaluate and pass on the merits of this 
legislation. : 

I very much appreciate, Mr. Chairman, the opportunity of pre- 
senting my statement for the consideration of this commitee. 

I would reemphasize, Mr. Chairman, that this same provision was 
adapted by one committee last year as an amendment to the Financial 
Institutions Act, so the committee already has acted last year in con- 
sonance with the idea expressed in this legislation. 

Mr. Brown. Mr. McIntire, we are very glad to have your statement. 

The House will convene at 11 o’clock this morning so we have to 
move along. Thank you for your testimony. 

Mr. McIntire. Thank you very kindly, Mr. Chairman and members 
of the committee. 
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Mr. Brown. Our next witness is Mr. M. Monroe Kimbrel on behalf 
of the American Bankers Association. Mr. Harrington will also 
testify on behalf of the American Bankers Association, I understand. 
I want to say that Mr. Kimbrel is from my district and is regarded 
as one of the most important bankers of my State. We are very glad 
to have him in our part of the country. He isa fine citizen and a very 
competent banker. We are very glad to have you, Mr. Kimbrel. 

Mr. Krueret. Thank you very much, Mr. Chairman. 

May I take this opportunity too to suggest that it is a privilege to 
be a member of your district, to be the friend of a Congressman who 
has distinguished himself in at least two outstanding areas of history, 
one is to have been returned to the C ongress more years than any other 
Congressman in history without opposition and two, to have attended 
every rollcall since he has been a Member of Congress, save for one 
time when he was removed from the floor with pneumonia. It is a 
wonderful record and we are very proud of that, Mr. Chairman. 

Mr. Brown. Thank you very much. You may proceed. 


STATEMENT OF M. MONROE KIMBREL, CHAIRMAN, COMMITTEE 
ON FEDERAL LEGISLATION, AMERICAN BANKERS ASSOCIATION ; 
ACCOMPANIED BY J. 0. BROTT, GENERAL COUNSEL; AND CHARLES 
McNEILL, ASSISTANT GENERAL COUNSEL 


Mr. Kimeprew. For the sake of the record, my name is M. Monroe 
Kimbrel. I am executive vice president of the First National Bank 
of Thomson, Ga., and appear here today to testify on H.R. 6092 and 
H.R, 6093 as chairman of the committee on Federal legislation of the 
American Bankers Association. 

I propose to make some general observations about these two bills 
and then call upon Mr. Harry F, Harrington, president of The Boat- 
men’s National Bank of St. Louis, Mo., who is chairman of the legis- 
lative committee of the national bank division of the association, to 
speak in more detail about the substantive provisions of the bills. 

Mr. Chairman, with your permission I would also like to recognize 
and have associated with us Mr. J. O. Brott, general counsel of the 
association, and Mr. Charles McNeill, assistant ‘general counsel of the 
American Bankers Association, for any possible technical questions 
that might arise. 

The American Bankers Association supports both H.R, 6092 and 
H.R. 6093. This position has been unanimously adopted by our gov- 
erning bodies, composed of individuals representing both State banks 
and National banks. Accordingly, we recommend to your committee 
favorable consideration of both bills without any qualification or 
suggestion for amendment. 

Mr. Chairman, may I interpolate at this point to say that since the 
preparation of this statement we have noted the suggestion for 
amendment made yesterday by the Comptroller of the Currency and 
the Chairman of the FDIC. These suggested changes are primarily 
technical in nature and are completely acceptable to us. 

It is my hope that this subcommittee and the full Committee on 
Banking and Currency will conclude, as we have, that enactment of 
these bills would be strongly in the public interest and of material 
assistance to the economic growth and progress of the country. The 
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amendments to the laws governing national banks embodied in these 
bills will enable them to serve borrowers more effectively, while at 
the same time protecting depositors and safeguarding the rights of 
the shareholders who provide the capital funds that are so essential 
to a progressive, public-spirited banking system. 

Banking legislation and supervision must strike a sensible balance 
between (1) legislative restrictions and supervisory regulations de- 
signed to protect depositors and shareholders, and (2) the extension 
of powers and rights that will enable banks to meet the financial 
needs of their communities in a progressive, constructive manner. A 
banking system that is too tightly circumscribed by outdated laws 
cannot make its full contribution to economic growth and prosperity. 
Laws have to be amended from time to time to meet the requirements 
of a changing environment, because the public interest demands both 
protection and service geared to existing conditions and needs, rather 
than past history. That is why we consider legislation of this nature 
as vital to an effective banking system. 

Two sections of H.R. 6092 result from such a reassessment of the 
present need for existing statutory lending limitations on banks. 
The proposed amendment in section 3 of the legal loan limitation and 
the revision proposed in section 4 of the real estate loan limitations 
recognize that conditions now justify a broadening of the lending 
authority of national banks to permit them to serve the business and 
mortgage needs of their communities more fully. Mr. Harrington 
will explain in more detail to you how these recommended changes in 
the loan limitations will do this in a manner consistent with sound 
and conservative management principles. 

The proposed legislation also recognizes the importance to the pub- 
lic of a soundly organized and effectively administered supervisory 
system. National banks are proud of the caliber of work of the Office 
of the Comptroller of the Currency. The Comptroller’s Office main- 
tains an unusually heavy workload with a high degree of competence. 
For example, in 1958 the Comptroller’s Office conducted 7,142 exam- 
inations of national banks which involved in addition to the head 
offices, the examination of 6,104 branch offices. Furthermore, 1,464 
trust departments and adjuncts in 102 branches were examined. It is 
remarkable, in our view, that the Comptroller, with his present super- 
visory staff of three deputies and the chief national bank examiner in 
Washington, has been able to keep up with this volume of examina- 
tions and at the same time handle applications for new charters and 
for branch offices, consider proposals for mergers, and meet legisla- 
tive and regulatory responsibilities. 

We have recognized for some time that it is imperative that the 
Comptroller’s Office have additional help, particularly at the super- 
visory level. The authorization, therefore, for the employment of 
two additional deputy comptrollers in section 1 of H.R. 6092 merits 
your support. 

The employment of two more deputies would not come out of tax 
dollars, since the Office of the Comptroller is financed by assessments 
against the supervised banks rather than out of appropriated funds. 
We in banking believe that such an added payment out of the assess- 
ments would be well warranted. 

Although we often refer to the National Bank Act or the national 
banking laws, at the present time the laws governing national banks 
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are not contained in one piece of legislation. The original national 
bank legislation enacted almost 100 years ago was incorporated into 
the Revised Statutes of 1878; other provisions stem from the Federal 
Reserve Act and subsequent Banking Acts. 

Because of the piecemeal manner in which these laws have devel- 
oped, there is need of a revision to repeal obsolete provisions, elimi- 
nate references to defunct organizations, and to make certain sections 
more consistent with each other. The majority of the provisions of 
H.R. 6093 make changes of this character. It is important to revise 
the law in this manner so that directors and officers of national banks 
will have available a body of laws in more usable form. A few minor 
substantive amendments to the law contained in H.R. 6093 will be 
discussed by Mr, Harrington. 

In closing, I want to express my personal appreciation to your 
subcommittee and its chairman for the courtesy you have extended 
to me in permitting me to appear before your committee and express 
the firm belief of the American Bankers Association in the merits of 
this legislation. 

Now, if it has your approval, we would like to have Mr. Harry F. 
Harrington, president of the Boatmen’s National Bank, make his 
statement. 

Mr. Brown. I want to congratulate you on your splendid state- 
ment. It will be given very careful consideration. 


STATEMENT OF HARRY F. HARRINGTON, PRESIDENT, BOATMEN’S 
NATIONAL BANK, ON BEHALF OF THE AMERICAN BANKERS 
ASSOCIATION 


Mr. Harrineron. Mr. Chairman and members of the committee, I 
welcome this opportunity to testify in support of H.R. 6092 and 6093 
before the distinguished chairman and distinguished members of this 
committee. 

For the record, my name is Harry F. Harrington. I am chairman 
of the Boatmen’s National Bank of St. Louis, Mo., and chairman of 
the Legislative Committee of the National Bank Division, the divi- 
sion of the American Bankers Association which is most directly 
affected by H.R. 6092 and H.R. 6093. I shall discuss each of the pro- 
visions of H.R. 6092 and some of the substantive amendments to the 
law contained in H.R. 6093. TI believe in this manner I can be most 
helpful to your committee in demonstrating the desirability of the 
proposed amendments. 

H.R. 6092, section 1: This section of the statute would authorize 
the Secretary of the Treasury to appoint five deputy comptrollers of 
the currency instead of the three deputies presently authorized by 
law. On this section I can only add my endorsement to the remarks 
made by Mr. Kimbrel. I concur wholeheartedly in his statement that 
the national banks of the country respect and support the work of 
the Office of the Comptroller of the Currency and believe that the 
authorization of two additional deputy comptrollers will assist that 
office to maintain its high level of competence without imposing exces- 
sive burdens upon the Washington supervisory staff. 

Section 2: Section 5202 of the Revised Statutes now restricts with 
certain exceptions the amount of indebtedness which may be incurred 
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by a national bank to the amount of its capital stock. This section 
peopoane to increase that limitation to permit such indebtedness to 

€ incurred in an amount not exceeding the bank’s capital stock plus 
its unimpaired surplus. 

This borrowing authority is used by banks in times of heavy loan 
demand to acquire temporarily needed funds from their correspond- 
ent banks. Even with the proposed increase in the limitation, the 
indebtedness could not exceed the combined capital and surplus of 
the bank and, accordingly, such borrowing would continue to be con- 
servatively restricted. This additional borrowing authority would, 
however, permit banks, particularly smaller banks subject to heavy 
seasonal demands, to meet more adequately the financial needs of 
their own communities. 

Section 3: The first change contained in subsection (a) substitutes 
the words “secured by” for “secured upon.” This is a grammatical 
correction. 

Paragraph 6 of section 5200 of the Revised Statutes now author- 
izes a national bank to accept obligations in the form of notes or 
drafts secured by documents of title covering fully insured, readily 
marketable nonperishable staples in amounts in excess of the 10 
‘beeen limitation aearaltr applicable to obligations of any one 
borrower. Since the enactment of this law, refrigeration and the 
quick freezing method of preservation of perishable staples have 
advanced to a point where the risks involved are not materially 
greater than for nonperishable staples. 

Moreover, the Yeeene of business being conducted in the shipment 
of refrigerated or frozen, readily maketable st: aples has increased 
greatly. It is Seattabie, therefore, to permit persons dealing in such 
refrigerated or frozen, readily marketable staples fully covered by 
insurance to have available credit in excess of 10 percent of the 
capital and surplus of a bank. Section {a) would authorize loans 
to be made up to 25 percent of capital and a Rca when represented 
by obligations in the form of notes or drafts secured by documents 
of title covering fully insured, refrigerated or frozen, readily market- 
able staples. It also ‘provides that this additional 15 percent, shall not 
apply to obligations secured by the identical staples for more than 
6 months. 

Subparagraph (b) proposes to extend to dealers in dairy cattle 
the same right now afforded to dealers in livestock to obtain loans 
up to 25 percent of the bank’s capital and surplus when secured by 
obligations of the dealer arising out of the sale of dairy cattle bearing 
a full recourse endorsement or unconditional guarantee of the seller 
and secured by the cattle being sold. 

The exception now contained in paragraph 7 of section 5200 relating 
to livestock has been construed to be inapplicable to obligations 
arising out of the sale of dairy cattle. We know of no reason to 
continue such a differentiation between the financing of dairy cattle 
and beef cattle and recommend that it be corrected as proposed in 
section 3(b). 

Subparagraph (c) would amend paragraph 8 of section 5200 of 
the Revised Statutes which permits persons to obtain loans up to 
25 percent of the capital and surplus of the bank on their obligations 
in the form of notes secured by not less than a like amount of US. 
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Treasury obligations or obligations fully guaranteed by the United 
States. The distinguishing factor whic h warrants the additional 
loan in such a case is the fact that it is fully secured by a Government 
obligation. For all practical purposes, whether the obligation is in 
the form of a note or in some other form, i is immaterial if it is in 
fact the obligation of the borrower and is fully secured by Gover ray 
paper. Subsection (c) proposes, therefore, to delete the words ‘ 
the form of notes.” 

(d) This part of seosion 3 proposes to add a new exception to 
section 5200 of the Revised Statutes dealing with consumer installment 
paper acquired from a dealer. 

At the present time negotiable consumer installment paper endorsed 
by a single dealer can be acquired by a national bank without any 
limit. However, in many States the customary manner of handling 
such consumer installment obligations with the conditional sale con- 
tract or chattel mortgage attached makes the note of the purchaser 
nonnegotiable. In that situation a national bank is subject to the 
standard 10 percent of capital and surplus in acquiring such paper 
from a dealer. In addition to the basic anomaly of such disparate 
treatment of substantially similar transactions, the present situation 
has its undesirable aspects. In acquiring negotiable consumer install- 
ment paper from a dealer, it is customarily the financial strength 
of the dealer that the bank is relying upon. ‘To rely upon one person’s 
credit status for amounts in excess of 25 percent of the bank’s capital 
and surplus has elements of risk which are not cured by reason of the 
obligations being negotiable. 

On the other hand, a 10-percent limitation restricts the ability of 
a small bank to finance the automobile dealer in the community 
through the purchase of his negotiable paper. 

Subsection (d) meets this problem by permitting a national bank 
te acquire a At aler’s negotiable or nonnegotiable consumer installment 
paper bearing the des aler’s full recourse endorsement or unconditional 
guarantee up to 25 percent of capital and surplus. The fur- 
ther provision is made that if the bank has reasonably adequate know]- 
edge of the financial condition of the maker of the obligation and 
upon certification of an officer that the maker’s responsibility has 
been evaluated and the bank is relying primarily upon the maker, 
then the 10 percent limitation as to the maker shall be the sole ap- 
plicable loan limitation. The bank is required to retain this certifi- 
cation in its records. 

This proposal represents a reasonable basis for handling a type of 
financing which was wholly unknown when the statute was enacted, 
but which has become an important segment of the business of many 
national banks. It seems to me to be an excellent example of the 
balancing of protection to depositors with ability to meet the loan 
demands of borrowers. 

Section 4: This section makes six important changes in the present. 
Federal law governing real estate loans of national banks. Because 
of the continuing demand for mortgage money, it is important that 

national banks be authorized to make real estate loans in such a man- 
ner that they can effectively serve local community needs for mort- 
gage credit. 

Subsection (a) will permit national banks to make real estate loans 
on leaseholds which have at least 10 years to run beyond the matu- 
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rity date of the loan. Under existing law, national banks may make 
loans on leaseholds only on the security of a renewable lease for a 
period of not less than 99 years or on a lease having not less than 
50 years torun. These restrictions have proven themselves to be un- 
realistic. The proposed amendment to the law permits the bank to 
make a loan where a building is situated on leased property and there 
is assurance that the real estate itself is leased for a time which will 
permit the orderly liquidations of the mortgage indebtedness. Ample 
time is provided if the lease runs for a periodof at least 10 years be- 
yond the maturity of the loan. 

Section (b)(1) increases from the present 6624 percent to 75 per- 
cent the loan-to-value ratio for mortgages amortized on a basis which 
will permit their liquidation in not more than 20 years. In the pres- 
ent mortgage market, most borrowers are seeking mortgage loans in 
an amount greater than two-thirds of the value of the purchased 
property. Other mortgage lenders are now authorized and are mak- 
ing mortgage loans on the basis of 75 percent or more of the value of 
the property. While we do not recommend that national banks should 
be authorized to make conventional mortgage loans for as long a term 
or for as great an amount in relation to value as all competing lend- 
ers, we do believe that a 25 percent equity in the purchaser of the 
property is sufficient. It furnishes a strong incentive for the bor- 
rower to continue the orderly liquidation of the mortgage indebted- 
ness. Accordingly, in order for national banks to serve more effec- 
tively in the mortgage market, we recommend the proposed increase 
to 75 percent. 

Subsection (b) (2) would exclude from the real estate loan limita- 
tions those loans which are fully guaranteed or insured by a State or 
by a State authority. The State of Maine has a real estate develop- 
ment corporation, and other States are considering the organization 
of such corporations. It is consistent with the framework of the 
real estate loan limitations to exclude from tlrose limitations and re- 
strictions mortgage loans for which the full faith and credit of a 
State are pledged. 

Subsection (c) would classify as ordinary commercial loans and 
not real estate loans construction loans or industrial or commercial 
buildings for a period of 18 months where there is a valid and bind- 
ing agreement entered into by a financially responsible lender to 
advance the full amount of the bank’s loan upon the completion 
of the buildings. 

This amendment will permit national banks to serve more effec- 
tively an increasingly important loan demand. Section 24 of the 
Federal Reserve Act now so provides in connection with 9-month 
construction loans on residential and farm buildings. It is no less 
important that there be similar provisions for the financing of the 
construction of commercial and industrial buildings. Because of the 
size and time for construction required for commercial and industrial 
buildings, a longer period for the loan is needed. Eighteen months 
is considered to be a reasonable time. 

Subsection (c) would also increase the aggregate amount of con- 
struction loans which a national bank can hold from 50 percent of 
its capital to 100 percent of capital and surplus. In some cases the 
present limitation of 50 percent of capital has been found to be too 
restrictive in the making of construction loans on residential and 
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farm buildings. With the proposed new authority to make construc- 
tion loans on industrial and commercial buildings, a substantial in- 
crease in the present limitation will be needed. We recommend that 
the overall limitation for residential, agricultural, industrial, and 
commercial construction loans be set at 100 percent of capital plus 
100 percent of surplus as set forth in this section. 

Subsection (d) adds a new paragraph to section 24 excluding 
from the real estate loan limitations, loans made to manufacturing 
and industrial businesses where the bank looks for repayment out of 
the operations of the borrower’s business, relying primarily on the 
borrower’s general credit standing but wishes to take a mortgage on 
the borrower’s real estate as a precaution against contingencies, 
Under the conditions set forth in this paragraph, the bank would 
make the loan relying on the borrower’s general credit standing 
whether or not it had a mortgage on the borrower’s plant. This sec- 
tion will permit the bank to have the additional security of such a 
mortgage without the loan being limited by the value of the real 
estate. Moreover, under the present law, a bank may not be able 
to make a mortgage loan because it would bring the total of real 
estate loans to an amount in excess of 100 percent of capital and sur- 
plus, or 60 percent of time and savings deposits. 

The American Bankers Association has advocated in the past that 
there should be some increase in the aggregate real estate loan limita- 
tion. We have noted, however, that the housing bill as it passed the 
House provides for an exclusion of FHA-insured loans from the na- 
tional bank real estate loan limitations. If this provision is enacted 
into law, it will afford some additional lending authority for most 
national banks engaged in the mortgage business and, therefore, we 
do not now suggest any additional broadening of the aggregate loan 
limitation. 

This concludes my comments on H.R. 6092. 

Now, I will go to H.R. 6093. H.R. 6093 is primarily a cleanup bill 
which is valuable for the reasons stated by Mr. Kimbrel. However, 
there are a number of minor substantive changes contained in the bill 
which will contribute toward the more efficient operation of national 
banks and be of benefit to their shareholders and depositors. I will 
discuss the sections of H.R. 6093 which make some of the more im- 
portant changes in the law. 

Section 9: Section 9 specifically provides that if the regular annual 
meeting of the shareholders of a national bank falls on 2 legal holiday 
in the State in which a bank is located, the shareholders meeting shall 
be held and directors elected on the next following banking day. 

Section 12: Section 12 increases the time in which call reports are 
required to be filed from 5 to 10 days. This will be helpful because 
in many instances it is most difficult for a bank to compile the neces- 
sary material in time to meet the 5-day requirement. 

Section 14: Existing law does not prescribe statutory procedures 
for the amendment of a national bank’s articles of association. Under 
the procedure prescribed in section 14, such amendments may be made 
by a majority of the voting shares obtained at a meeting of stock- 
holders held pursuant to 10 days notice or pursuant to a waiver of 
notice given by all stockholders. It also requires that a certified copy 
of every amendment adopted shall be forwarded to the Comptroller 
of the Currency. 
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Section 16: Section 16 adds to the existing requirement that 
liquidation of a national bank must be approved by two-thirds of the 
shares of the bank, a new requirement that if the liquidation involves 
the sale of the bank’s assets to another bank, the purchase and sale 
agreement must also be approved by two-thirds of the shares of stock. 
Authority is given to the Comptroller of the Currency to specifically 
waive this latter requirement for shareholder approval in the case of 
anemergency. This is a situation in which existing provisions of the 
law requiring shareholder approval for the liquidation of a bank will 
be strengthened by a specific provision requiring shareholder approval 
of purchase and sale transactions in liquidation. 

Section 22: Subsection (b) specifically authorizes directors of a 
national bank to declare dividends quarterly, as well as semiannually 
or annually. 

Subsection (b) also adds additional limitations on the declaration 
of dividends designed to protect the interests of the public. The ap- 
proval of the Comptroller of the Currency would be required if the 
total of all dividends declared by a bank in any calendar year exceeds 
the total of its net profits of that year combined with its retained net 
profits of the preceding 2 years. This provision would prevent the 
paying out of large dividends from surplus and undivided profits 
which could deplete the bank’s capital position. Such a provision will 
be necessary in only most unusual circumstances, but we believe it is 
an appropriate safeguard to add to the law. 

Section 23: Section 23 repeals the present requirement for a special 
report to the Comptroller within 10 days after the declaration of any 
dividend of the amount of such dividend and the amount of net earn- 
ings in excess of such dividend. To be certain that the Comptroller 
has the authority to obtain such information on dividends as he con- 
siders necessary, section 23 proposes also to amend the general report- 
ing provision specifically to require reports to the Comptroller on 
the payment of dividends in such form and at such times as he may 
require. The present reports made at the time of the declaration of 
each dividend merely add to the volume of paperwork both for the 
banks and the Comptroller’s Office. The elimination of the require- 
ment for the special dividend report was recommended by the Hoover 
Commission. 

Section 24: Section 24 amends existing law which makes it unlaw- 
ful for any person or business to engage in the business of receiving 
deposits subject to check or to repayment upon presentation of a pass 
book, certificate of deposit, or other evidence of debt or upon request 
of the depositor unless such person or business is incorporated under 
and authorized to engage in such business by the laws of the United 
States or any State. Section 24 amends this provision by adding the 
further requirement that the person or business must also be subject 
under the laws of the United States or the State to examination and 
regulation. We believe that this is a desirable amendment to be cer- 
tain that any organization conducting a banking business is not only 
authorized to do so but is subject to examination and supervision by 
Federal or State authorities. It is in the public interest to have all 
institutions accepting demand deposits subject to examination and 
supervision. 

In closing I wish to repeat the complete endorsement of the Ameri- 
can Bankers Association of both H.R. 6092 and H.R. 6093 with such 
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of the amendments suggested by the Comptroller of the Currency and 
the Chairman of the Federal Deposit Insurance Corporation you de- 
termine to accept. I also wish to express my appreciation for the 
opportunity to present these views to your committee. 

Mr. Brown. I want to thank you for your very fine statement, 
Mr. Harrington. 

Mr. Multer, do you care to interrogate the witnesses? 

Mr. Muurer. Very briefly. 

I know we are working against time today, Mr, Chairman. 

Mr. Harrington, referri ing to page 4 of your statement, with specific 
reference to subsection 3, you recall that when we had the Financial 
Institutions Act before us there was considerable objection raised to 
one provision which sought to make the defense of usury unavailable 
in an action brought by a bank to recover on certain paper, such as is 
referred to in this section, consumer paper and the like. 

This does not accomplish that objective, does it ? 

Mr. Harrineron. No, sir, it does not. 

Mr. Mutter. Now, on the question of real estate loans on lease- 
holds, the statute now provides that the lease against which a loan 
may be made, or which may be taken as security for a loan, must run 
for 99 years, or have an unexpired term of 50 years. The amendment 
before us will permit the lease to run for 10 years, or contain an option 
that the lessee may renew for another 10 years? 

Mr. Harrineron. That is right. 

Mr. Moutrer. Don’t you think that is rather too intangible to make 
good security, if it is just an option to renew the lease? Shouldn’t it 
be a firm lease to run at least 10 years beyond the maturity of the 
loan ¢ 

Mr. Harrineron. I heard you ask that question and I thought you 
made a good point yesterday. 

I personally would be reluctant to make such a loan, but we would 
like to have the authority as flexible as possible. It is difficult to 
legislate good judgment. 

In making loans, I depend especially on the character and integrity 
of the borrower. I would rather have good character and weak col- 
lateral than the reverse. So there are cases where you would like to 
have the right to make such a loan. 

Mr. Mutter. There isn’t any doubt, Mr. Harrington, that you are 
quite right as to all you have said, but bear in mind we are trying to 
legislate against the man who is going to be careless. We don’t have 
to legish te a ugainst the honest or ¢ careful banker: it is only against the 
man who gets careless or dishonest that we must legislate. Am T not 
right ? 

Mr. Harrrnetron. That is right. 

Mr. Mutter. Now, turning to page § 9 of your statement, which then 
refers to section 14 of 6093, don’t you think it might be more logical 
if the bylaws were to be amended, that a notice of the proposed amend- 
ment be sent to the Comptroller’s Office in advance of the meeting so 
that if he had any objection to it he could voice it before the meeting, 
in which event you would not submit it to your stockholders? 

Mr. Harrrnaton. I don’t think there would be any objection to such 
a thing as that. It could be done, yes, sir. 
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Mr. Mouurer. It could be helpful, rather than have the stockholders 
convene, pass on an adopted amendment and then find that the Comp- 
troller has an objection to it. 

Mr. Harrtneton. That could be helpful. 

Mr. Motrer. On page 10, referring to section 22 of 6093, I am 
as sure it is intended that that approval for the declaration of 
dividends that exceed the standard set forth shall be obtained in 
advance of the declaration of the dividend. 

Mr. Harrineron. Will you repeat that, Mr. Multer? 

Mr. Moutrer. Refer, if you will, to page 10 of your statement, 
section 22 there, subsection (b). It requires the approval of the 
Comptroller, and so forth. That approval should be obtained in 
advance of the declaration of dividends, am I not right ? 

Mr. Harrrneton. Yes, sir, the approval of the Comptroller of the 
Currency shall be required if the total of all dividends—yes, sir, it is 
required to be received in advance. 

Mr. Motrer. Don’t you think it might be better language if, instead 
of saying “it shall be required,” it would say, “it is hereby required ;” 
in other words, “shall be required” is a little indefinite. 

Mr. Harrineron. You are quite right. 

Mr. Muurer. You would have no objection ? 

Mr. Harrineron. We would have no objection. It should be re- 
quired. 

Mr. Moturer. Thank you very much, Mr. Harrington and Mr. 
Chairman. 

Mr. Brown. Mr. Fino, do you have any questions? 

Mr. Fino. No questions. 

Mr. Brown. Mr. Barrett? 

Mr. Barrerr. I have no questions. 

Mr. Brown. Mr. Vanik? 

Mr. VanrK. I have no questions. 

Mr. Brown. Mr. Barr? 

Mr. Barr. Just one short question. 

Mr. Harrington represents a bank that happens to pick up a lot of 
loans from Indiana. It seems to me, Mr. Harrington, that H.R. 6092 
and H.R. 6093 are tied together very closely. In other words, in this 
bill we are letting you gentlemen go out a little bit further on your 
restrictions, but it won’t do much good unless you have the reserves 
to do it, is that correct ? 

Mr. Harrineton. Yes, sir, that is correct. We have to have the 
money to lend and to meet the credit demands of the community. 

Mr. Barr. That is right, but the reserves have to be there before 
you go out and lend the money ? 

Mr. Harrinetron. That is right. 

Mr. Barr. That is all. 

Mr. Brown. Mr. Moorhead ? 

Mr. Mooreneap. I have no questions, Mr. Chairman. 

Mr. Brown. Gentlemen 

Mr. Muurer. Mr. Chairman, may I ask one more question ? 

Mr. Brown. Mr. Multer. 

Mr. Mutter. With reference specifically to the various categories 
of loans where we seek to increase the maximum amount that any 
national bank may lend, what is the provision, or what are the pro- 
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visions in the State of Missouri with reference to that? Are they 
higher or lower ¢ 

Mr. Harrineton. They are higher. In some cases, as I recall, they 
can go to 15 percent of their capital surplus. 

Mr. Muurer. And in each of the other categories, those that would 
be raised to 25 percent, your State law permits them to go higher? 

Mr. Harrtneton. No. In certain classifications they can go higher, 
but not in all of them. 

Mr. Movrer. What about your conventional real estate loans? ‘To 
what extent do they make those loans in Missouri? Is it 6624? 

Mr. Harrineron, It is about 60 percent. 

Mr. Mutter. About 60 percent ¢ 

Mr. Harrrneron. Yes, sir. 

I would like to just make one remark on that. We have a lot of 
fme men come into the St. Louis community, and building costs are 
kind of high. We are going to take care of those people, and if we 
can’t go past the 6624 percent I will make them an unsecured loan 
for the balance. But it is a much better thing to let those fine 
young men who are educating their children, wrap it all up in one 
package and have an orderly liquidation for 20 years, rather than a 
20-year loan for part and an unsecured loan for a part of it. 

Mr. Brown. There are some statements to be filed, and without 


objection they will be included in the record of the hearing at this 
point. 


TESTIMONY SUBMITTED BY U.S. REPRESENTATIVES FRANK M. COFFIN AND JAMES 
C. OLIVER OF MAINE, TO SUBCOMMITTEE No. 2, Houst COMMITTEE ON BANKING 
AND CURRENCY, IN SUPPORT OF SECTION 4(B) (2) oF H.R. 6092, AN AMENDMENT 
TO SECTION 24 OF THE FEDERAL RESERVE ACT 


Mr. Chairman, as Representatives from the First and Second Congressional 
Districts of the State of Maine, we are giving our complete endorsement to 
section 4(b)(2) of your bill, H.R. 6092. This section of the legislation would 
permit national banks to participate in State guaranteed industrial lodn pro- 
grams such as the Maine Industrial Building Authority of the State of Maine. 
Language which would have accomplished this objective was included in the 
Financial Institutions Act of 1958, as considered in the 85th Congress, and was 
regarded as a non-controversial section of that legislation. Congressman Coffin 
also introduced H.R. 13473 in the 85th Congress which would have provided 
for the desired change in the Federal Reserve Act. H.R. 86 of this Congress, 
as introduced by Mr. Coffin, is very similar to the wording of section 4(b) (2) 
of H.R. 6092. 

As you may know, the State of Maine, as well as other States of the Union, 
has been making a concerted effort to accelerate its economic development. 
This is a multiple-purpose program, but one of its most important phases is 
the development of new industrial buildings for existing and new industries. 
Maine, which had pioneered in the field of State development agencies has also 
pioneered with the establishment of an industrial building authority, which 
under a $20 million State guaranteed program, provides 100 percent insur- 
ance on industrial mortgages given by or at the instance of local nonprofit de- 
velopment corporations organized under Maine law, or for the expansion of 
existing industries. Mortgages may be given up to 90 percent of the value of 
the property, may be for up to $1 million for any one project, and may be for a 
term of 25 years. 

The program has been welcomed in Maine as an important addition to our 
capital resources for industrial expansion. The program, which started this 
year, has at least ten projects in the works. Great interest has been shown by 
lending agencies as well as by local communities. 

Unfortunately, present restrictions in section 24 of the Federal Reserve Act 
make it impossible for national banks to participate at the present time, such 
banks may not take real estate mortgages for more than 66% percent of the 
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value of the property or for terms of more than 20 years. The followi ing state- 
ment from the legal department of the Canal National Bank of Portland, Port- 
land, Maine, gives some detail on the problems and indicates the interest mani- 
fested in our State: 


“MAINE INDUSTRIAL BUILDING AUTHORITY ACT 


“In view of the increasing activity of business development organizations in 
various States, considerable interest has been shown in the Maine Industrial 
Building Authority which was established in Maine last year. 

“Following the adoption by the people of an amendment to the constitution of 
Maine permitting the pledging of the faith and credit of the State for such pur- 
poses, the legislature, at a special session in October 1957, passed the Maine In- 
dustrial Building Authority Act. The act provides for 100 percent insurance by 
the authority of first mortgages given by or at the instance of local nonprofit 
development corporations organized under Maine law, or for the expansion of 
present industries. Obligations of the authority under the insurance coverage 
provided by it are in turn backed by the credit of the State of Maine limited only 
by the restriction of $20 million on the amount of bonds at any one time outstand- 
ing which the State may issue for this purpose. Mortgages to be eligible for the 
insurance must meet the requirements set forth in the statute and the regulations 
of the authority, including provisions that the amount of the mortgage shall not 
exceed 90 percent of the value of the property, shall not exceed $1 million for any 
one project, and shall not have a maturity later than 25 years from the date of 
the insurance. 

“Insurance premiums are to be fixed by and paid to the authority at not less 
than one-half of 1 percent per year nor more than 2 percent per year of the 
principal amount of the mortgage outstanding at the beginning of the year. The 
authority has recently established a rate of 1 percent. 

“The authority consists of nine members, eight appointed for various terms by 
the Governor with the advice and consent of the Council plus the State Commis- 
sioner of Economic Development. Carleton G. Lane, investment vice president 
of the Union Mutual Life Insurance Co., Portland, Maine, is chairman of the 
authority and Lloyd K. Allen, State House Office Building, Augusta, Maine, 
is manager. 

“As the Federal laws now stand, national banking associations cannot, for 
all practical purposes, participate in this program because section 24 of the 
Federal Reserve Act prohibits national banks from taking a real estate mort- 
gage in an amount in excess of 66% percent of the valuation of the property, 
or with, a maturity of over 20 years. It is anticipated that under the Maine 
Industrial Building Authority Act, the mortgages in most cases will run as 
high as 90 percent of property value and in some cases for periods as long as 
25 years. Steps have been taken in Congress to correct this situation. In 1958 
session an amendment (S. 3561) to section 24 of the Federal Reserve Act was 
under consideration by the Senate Banking and Currency Committee which 
would provide that the requirements of that section ‘shall not apply to real 
estate loans which are 100 percent guaranteed or insured by a State or by a 
State authority for the payment of the obligations of which the faith and 
credit of the State is pledged: Provided, That under the terms of the guaran- 
ty or insurance agreement the association will be assured of repayment in 
accordance with the terms of the mortgage.’ Also, the Banking and Currency 
Committee of the House added an amendment to the Financial Institutions Act 
to the same effect. This would be sufficient to take care of the situation but 
the Financial Institutions Act was not adopted at the 1958 session of Congress, 
nor was a proposed amendment to section 24 of the Federal Reserve Act. It 
is hoped that section 24 will be amended by H.R. 6092, or a similar bill, at the 
1959 session of Congress, and then national banks as well as banks chartered 
by the State may participate in this financing of industrial buildings under the 
Maine Industrial Building Authority program.” 

This legislation has the complete backing of State of Maine officials and 
of the banking community in the State of Maine. It will open a new door 
for available capital for industrial development at less of a risk, even than 
the existing restriction under section 24 of the Federal Reserve Act. It is 
our understanding that you have received correspondence in support of this 
from Hon. Clinton A, Clauson, Governor of the State of Maine, Commissioner 
Fred A. Clough, Jr., of the Maine Department of Economic Development, and 
Carleton G. Lane, chairman of the Maine Industrial Building Authority. 
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This change in the Federal Reserve Act will be of benefit not only to the 
State of Maine, but to the State of Rhode Island, and other States which may 
establish similar guaranteed industrial loan programs. We urge that this 
section of H.R. 6092 receive the approval of this committee. 


STATEMENT OF THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 
WitH Respect tro H.R. 6092 anp H.R. 6093, 867TH CoNGRESS 


H.R. 6092 and H.R. 6093 contain a number of provisions that relate to the 
“internal” functioning of the banking system created by the National Bank 
Act and to the supervision of that system by the Comptroller of the Currency ; 
an example is the provision of H.R. 6092 that would increase the number of 
Deputy Comptrollers of the Currency from three to five. Comptroller of the 
Currency Ray M. Gidney has urged the enactment of these provisions, and the 
Board of Governors has no comment to make with respect to the provisions 
of this nature included in the two bills. 

However, the bills also include provisions that are of special interest to the 
Board of Governors because of their relationship to the field of credit regulation, 
which is the Board’s major responsibility, or because they are applicable to 
member State banks, which are supervised by the Federal Reserve System, or 
because of the Board’s concern with the soundness of banking operations 
generally. 

Except to the extent indicated herein, the Board does not oppose enactment 
of the two bills. 

H.R. 6092 


Limitation on borrowing by national banks.—Section 2 of H.R. 6092 would 
amend section 5202 of the Revised Statutes (12 U.S.C. 82). At present section 
5202 forbids a national bank to be indebted at any time to an amount exceeding 
the amount of its capital stock. However, this limitation does not apply to 
certain categories of obligations, including liabilities incurred under the provi- 
sions of the Federal Reserve Act. 

The Board is aware that the limit prescribed by section 5202—the amount of 
the particular bank’s capital stock—may produce inequitable differences in the 
borrowing powers of competing banks. For example, each of two banks might 
have a capital structure of $5 million, but one might have $1 million of capital 
and $4 million of surplus and undivided profits, whereas the other might have 
$3 million of capital and $2 million of surplus and undivided profits. In such 
a situation, the latter bank could legally borrow three times as much as the 
former ($3 million as compared with $1 million), even though their effective 
capital structures are substantially equal. Such inequities result from the fact 
that section 5202 refers solely to “capital stock” and disregards the other 
elements of a national bank’s capital structure. It should be noted, however, 
that a national bank with a relatively large surplus account can increase its 
borrowing limit by an increase of its capital stock. 

The proposed amendment would amend section 5202 to authorize a national 
bank to borrow up to the amount of its capital stock plus its surplus. The sur- 
plus accounts of all national banks aggregate almost $5 billion, so that this 
proposal would add that amount to their potential borrowing, and lending, 
capacity. 

This considerable expansion in the borrowing ability of national banks 
would, in the Board’s opinion, be unnecessary and undesirable. Although bank 
borrowings may occasionally be necessary in limited amounts and for limited 
periods in order to avoid liquidation of assets that might otherwise be necessary, 
it is a practice that should not be encouraged because it tends to dilute the 
cushion of protection which is afforded depositors by a bank’s capital and 
surplus. Enlargement of the borrowing limits as here proposed might well 
encourage national banks to hold smaller amounts of liquid assets and to rely 
unduly upon borrowings for necessary adjustments. In the case of an emergency 
requiring unusual borrowing, the discount facilities of the Reserve banks are 
available. To encourage the ability of national banks to borrow outside the 
Reserve banks would tend to diminish the restraining influence that the Reserve 
banks are directed by law to exert upon borrowing member banks which may 
be making undue use of credit for speculative purposes. 

It is possible that any inequities inherent in the present section 5202 could 
be diminished without greatly expanding the aggregate borrowing power of 
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national banks and thereby affecting adversely the existing salutary restric- 
tion on the volume of interbank borrowing. One possibility would be to base 
the limitation on national banks’ borrowing authority on the amount of capital 
stock plus surplus, as recommended by section 2 of H.R. 6092, but to restrict 
the berrowing power of each bank to 50 percent of its capital stock and surplus. 
The Board recognizes that such an amendment would reduce the amount that 
could be borrowed by a national bank with a surplus that is less than the amount 
of its capital stock, but it is believed that this would not be injurious or unjust. 

Loans on guaranteed installment consumer paper.—Section 3(d) of H.R. 
6092 would add a new paragraph (13) to section 5200 of the Revised Statutes 
(12 U.S.C. 84), which prescribes limitations on the amounts that a national bank 
may advance to any one borrower. A proviso to this new paragraph would per- 
mit a national bank to make unlimited advances to the endorser or guarantor 
of installment consumer paper, if 

(1) an officer of the bank certifies in writing “that the responsibility of 
each maker of such obligation has been evaluated and the [bank] is relying 
primarily upon each such maker” rather than upon the endorser or guar- 
antor, and 

(2) “the bank’s files or the knowledge of its officers of the financial con- 
dition of each maker of such obligations is reasonably adequate.” 

Under this proviso, a national bank could purchase from a dealer, finance com- 
pany, or other customer, unlimited amounts of installment paper endorsed or 
guaranteed by such customer. The paper could be nonnegotiable and unsecured, 
thereby lacking the protection that is afforded the holder of paper that is nego- 
tiable or secured. The only requirements would be (1) the above-mentioned 
certification by a bank officer and (2) that “the knowledge of [the bank’s] 
officers of the financial condition of each maker of such obligations is reason- 
ably adequate.” 

The Board of Governors questions the advisability of this proposal. The limi- 
tations of R.S. 5200 are designed to restrict by law the extent to which a national 
bank may indulge in unsound and dangerous lending practices. These limita- 
tions are unnecessary with respect to a well-run bank; their function is to place 
an absolute legal limit on any tendency of a less well-run bank to lend exces- 
sively to particular customers and thereby to incur risks that might jeopardize 
its solvency or its continued operation. Under the proviso, such a bank could 
make unlimited advances to a single customer, provided only that an officer 
of the bank signed a statement that “The responsibility of each maker of these 
obligations has been evaluated and the association is relying primarily upon 
each such maker for the payment of such obligations.” In these circumstances, 
the certification requirement might not constitute an effective impediment to un- 
limited dealer financing of this character. 

For the reason indicated, the Board questions the desirability of the proviso 
in the proposed new paragraph (13) of R.S. 5200. 

Loans on real estate security—Section 4 of H.R. 6092 would amend in a num- 
ber of respects section 24 of the Federal Reserve Act (12 U.S.C. 371), relat- 
ing to loans by national banks on the security of real estate. All of these 
proposed amendments would expand the lending powers of national banks in 
the real estate field. It should be noted that the general tendency of amend- 
ments to section 24 in recent years has been substantially to increase national 
banks’ holdings of real estate loans, and a large volume of such investments 
is not subject to the aggregate limitations on such loans. Nevertheless, most 
of the proposed amendments appear to be justified, in view of the improve- 
ment in banks’ real estate lending practices during the past 25 years. 

However, the Board of Governors is doubtful with respect to the advisability 
of section 4(d) of H.R. 6092, which would permit national banks to accept real 
estate security for business loans without subjecting such loans to either the per- 
centage-of-value limitations or the aggregate limitations of section 24. 

This is a major departure from a basic principle of banking. It could lead to a 
tendency to consider all business loans supported by real estate security as loans 
based on the general credit of the borrowers, thereby giving rise to a substantial 
expansion of loans secured by real estate and yet not subject to either the speci- 
fic or general limitations of section 24 with respect to real estate loans. Such 
business loans normally are large in amount, and a substantial volume of such 
liquid loans could develop free from the protective restrictions of section 24 
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and without public knowledge, since such loans would not be classified as real 
estate loans in national banks’ reports of condition. 


H.R. 6093 


Most of the sections of H.R. 6093 appear to be peculiarly within the scope of 
operations of the national bank system and to have no material significance inso- 
far as the functions and responsibilities of the Federal Reserve System are 
concerned. 

It is observed that many of the provisions in the proposed legislation relating 
to national banks appear to be desirable due to changes in practice or in other 
legislation. 

Obsolete references in existing law would be eliminated, including those con- 
cerned with Government agencies and corporations formed pursuant to Federal 
statutes which are no longer active, i.e., Reconstruction Finance Corporation, 
Home Owners’ Loan Corporation and National Agricultural Credit Corporations. 
Other obsolete provisions include those which relate to installment payments on 
capital stock of national banks and liability of shareholders of national banks for 
debts of the bank. The board considers it desirable to eliminate these references 
since they serve no useful purpose and tend to mislead and confuse the reader. 

The board would have no objection or comment with respect to certain other 
provisions of the bill which appear to be concerned only with the operation of 
the Office of the Comptroller of the Currency. These include section 3, which 
would require the approval of the Comptroller before a national bank may move 
its main office within its own city limits; sections 2 and 4, requiring that all 
capital stock of a national bank be paid in before it may commence business; 
section 9, relating to the time of shareholders’ meetings; section 12, relating to 
the time for filing reports of condition of national banks; section 14, establishing 
the procedures for amending the articles of association of national banks; section 
16, which adds a new requirement of a two-thirds vote of shareholders if liquida- 
tion of a national bank involves the sale of its assets to another bank; section 19, 
which makes certain changes in the details of procedures for winding up the 
affairs of a national bank; section 21, relating to consolidations and mergers in- 
volving national banks; and section 23, relating to reports to the Comptroller 
of dividends paid by national banks. 

It is noted that section 7 would repeal section 23 of the Federal Reserve Act. 
This repeal is desirable; the provision has been obsolete since the elimination 
of the individual liability of shareholders of national banks. 

Restrictions on payment of dividends.—Section 22(a) of H.R. 6093 would 
amend the second sentence of section 5204 of the Revised Statutes (12 U.S.C. 
56). That sentence now provides that— 

“Tf losses have at any time been sustained by any [national banking] 
association, equal to or exceeding its undivided profits then on hand, no 
dividend shall be made; and no dividend shall ever be made by any asso- 
ciation, while it continues its banking operations, to an amount greater 
than its net profits then on hand, deducting therefrom its losses and bad 
debts.” 

Admittedly, this provision is unsatisfactory, in part because of uncertainty re- 
garding the coverage of the expressions “undivided profits then on hand” and 
“net profits then on hand.” 

In lieu of the quoted sentence, section 22(a) would substitute the following 
sentence : 

“No dividend shall be paid by any such association while it continues its 
banking operations if all bad debts due it and all losses sustained are 
greater than the amount of any surplus funds in excess of its common capi- 
tal, plus its undivided profits and reserves.” 

Presumably the purpose of the proposed new sentence is to give greater freedom, 
with respect to dividends, to a national bank that has built up its surplus ac- 
count until that account exceeds the amount of its capital stock. However, it 
appears that the effect of the provision, in some situations, would be to favor 
banks that retained earnings in “junior” capital accounts over banks that tended 
to transfer their accumulated earnings into “senior” capital accounts, even 
though the latter practice, in general, is favored by the Federal bank supervisory 
agencies. 
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The following examples may illustrate the problems presented by the proposal : 

















} 
Bank A Bank B Bank C Bank D 
— | —— — 
ee $1, 000, 000 $1, 000, 000 $1, 000, 000 $2, 000, 000 
eee is ee A BS) eS OTL 400, 000 800, 000 1, 400, 000 1, 800, 000 
RoI rei te ks Se 300, 000 100, 000 100, 000 200, 000 
Total capital accounts..................-- | 1, 700, 000 1, 900, 000 2, 500, 000 4, 000, 000 











Let us assume that each of these banks has losses and bad debts totaling 
$200,000. 

With respect to Bank A and Bank B, let is assume that each of these banks 
began business with capital stock of $1 million and surplus of $200,000. Bank B 
has been more profitable, has retained a greater amount of earnings to strength 
its capital position, and has transferred greater amounts from its undivided 
profits account to its surplus account, than has Bank A. Nevertheless, under 
the proposed formula, Bank A could legally pay dividends up to $100,000, whereas 
Bank B would be prohibited from paying any dividends whatever. 

Similarly, it may be assumed that Bank D, by payment of stock dividends, has 
doubled its original capital stock, and it has transferred much of its remaining 
accumulated earnings to its surplus account. Bank C, on the other hand, has 
operated much less profitably, has never increased its capital stock, and has 
retained in its capital structure less than half as much in accumulated earnings, 
as has Bank D. Nevertheless, under the suggested formula Bank C could declare 
dividends of as much as $300,000, whereas Bank D, with a superior earnings 
record and a stronger financial structure in all respects, would be legally pro- 
hibited from declaring any dividend. 

The foregoing examples suggest that the proposed new sentence in Revised 
Stautes 5204 would produce inequitable results in some situations. Such inequity 
may be inherent in any arrangement that restricts dividends, a phase of op- 
erating results, on the basis of the relative size of the several parts of the 
bank’s capital structure. 

In this connection, the Board notes that section 22(b) of H.R. 6093 would 
amend section 5199 of the Revised Statutes (12 U.S.C. 60) by prohibiting (except 
upon supervisory approval) payment of dividends in excess of a national bank’s 
net profits for the current year plus retained net profits of the preceding 2 years. 
In the judgment of the board, this is a sound and workable limitation based 
on an appropriate criterion—the recent earnings record of the bank. The board 
is inclined to believe that, if this proposal is adopted by Congress, neither the 
present nor the proposed limitation in section 5204 will be necessary. 

This matter is of direct concern to the Federal Reserve System because 
section 9 of the Federal Reserve Act (12 U.S.C. 324) requires all State-chartered 
banks that are members of the Federal Reserve System to conform, inter alia, 
“to those provisions of law imposed on national banks * * * which relate to 
the payment of unearned dividends.” The broad purpose of this provision is to 
subject member State banks to restrictions that parallel those applicable to 
national banks with respect to the extent to which dividends may be paid from 
the particular bank’s capital accounts. The proposed changes in both R.S. 
5204 and R.S. 5199 introduce restrictive criteria with respect to payment of 
dividends that are not strictly matters of “unearned dividends.” In the circum- 
stances, if either proposed amendment, or both, are enacted, possible uncertainty 
as to the effect of the relevant provision of the Federal Reserve Act should be 
averted by requiring member State banks “to conform to the provisions of section 
5024 [or section 5199(b), or both, as the case may be] of the Revised Statutes 
with respect to the payment of dividends.” It should also be made clear that, 
in the case of member State banks, the supervisory approval referred to in the 
proposed section 5199(b) is that of the Board of Governors and not the Comp- 
troller of the Currency. 
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TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, 
Washington, June 5, 1959. 
Hon. PAvuL Brown, 
Chairman, Subcommittee No. 2, House Banking and Currency Committee, 
Washington, D.C. 

My Dear Mr. CHAIRMAN: We have received from your committee a copy of the 
statement submitted by the Board of Governors of the Federal Reserve System 
with respect to H.R. 6092 and H.R. 6093. We believe it may be helpful to your 
committee to have our comments on the Board’s statement. We shall comment 
upon the items in the same order in which they appear in the statement of the 
Board. 

H.R. 6092 


Limitation on borrowing by national banks.—We continue to believe that the 
proposed increase in the borrowing authority of national banks is justified. 

Loans on guaranteed installment consumer paper.—The Board questions the 
advisability of the proviso which would be contained in the new exception 13 to 
section 5200 of the Revised Statutes, apparently on the basis that under it a 
national bank could purchase unlimited amounts of installment paper endorsed 
or guaranteed by a customer, and that the certification requirement might not 
constitute an effective impediment to unlimited dealer financing of this character. 

The fact is that enactment of this proposal would represent a considerable 
and, we believe, effective tightening of existing law. Under exception 2 to R.S. 
5200, negotiable installment consumer paper endorsed by a customer may be 
taken without limit, and without any requirement of a certification that the 
responsibility of each maker of such obligations has been evaluated and the 
bank is relying primarily upon each such maker for the payment of such obliga- 
tions, and without any requirement that the bank’s files or the knowledge of its 
officers of the financial condition of each maker must be reasonably adequate. 
These requirements represent a limitation not contained in existing law. 

With respect to the Board’s reference to the protection that is afforded the 
holder of paper that is negotiable, nonnegotiable conditional sales contracts, the 
usual type of installment consumer paper, contain provisions for the protection 
of the lender which cannot be included in negotiable paper, and as a practical 
matter the actual amount of protection in connection with conditional sales 
contracts is as great if not greater than that afforded by negotiable paper. For 
example, as a general rule property securing a conditional sales contract may 
be repossessed without the formalities which would be necessary to repossess 
property securing negotiable notes, and conditional sales contracts generally 
contain requirements requiring the borrower to pay any taxes assessed against 
the property, to keep the property insured, and not to remove the property from 
the State, whereas none of these requirements can be included in negotiable 
notes. 

With respect to the Board’s reference to the protection that is afforded the 
holder of paper that is secured, there is no requirement under exception 2 that 
such paper be secured, so enactment of exception 13 would not change existing 
law in this respect. 

With respect to the Board’s objection that the certification requirement might 
not constitute an “effective impediment” to unlimited dealer financing, it is not 
intended to do so and should not do so. The purpose of this requirement is to 
insure that in cases where a bank desires to purchase from a single dealer paper 
in excess of 25 percent of its capital and surplus it may do so only after having 
evaluated the responsibility of the maker of each obligation and in reliance 
upon the maker for the payment of the obligation. National banks should not 
be prohibited from purchasing such obligations, nor should they be included in 
the dealers’ lines of credit since the bank would not be placing primary reliance 
upon the dealers for protection. 

In the opinion of this office there is no doubt that the certification require- 
ment will be effective. In this connection it must be pointed out that in clause (2) 
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of the last sentence of the first paragraph on page 4 of its statement the Boari 
inadvertently omitted the words “the bank’s files.” Should this proposed legisla 
tion be enacted it would be the duty of our examiners in cases where there were 
certifications by bank officers to ascertain that the bank’s files or the knowledge 
of its officers of the financial condition of each maker is in fact reasenably 
adequate. In a case where this could not be done to the satisfaction of the bank 
examiner the obligations in question would be included in the line of credit of 
the dealer, and the loan set up as excessive. 

To sum up, under exception 2 of existing law national banks may purchase 
from a dealer unlimited amounts of negotiable installment consumer paper 
endorsed by the dealer without any requirement that such paper be secured. 
Under exception 13 a bank will be able to do so with respect to such paper 
only if it has the required certification on file, and with such certification it 
will also be able to do so with respect to nonnegotiable paper, usually condi- 
tional sales contracts which, as indicated above, in many instances provide pro- 
tection to a lender superior to that provided by the element of negotiability. 

Loans on real estate security.—The Board of Governors expresses doubt with 
respect to the advisability of section 4(d) of H.R. 6092, which would permit 
national banks to make working-capital loans and to take mortgages on the 
borrower's real estate without such loans being considered as real estate loans. 
In this connection it should be pointed out that in a letter dated March 25, 1959, 
with respect to an identical proposal made by the Treasury Department, the 
Board advised the Bureau of the Budget as follows: 

“Sections 1, 3, and 4 of the Treasury draft were included among the proposals 
submitted by the Comptroller to the Senate Banking and Currency Committee 
in 1956 for inclusion in the then proposed Financial Institutions Act of 1957. 
The Board in its report of October 19, 1956. to the Senate committee stated that, 
since these proopsals appeared to be peculiarly within the scope of operations 
of the Comptroller’s Office or to have no material significance insofar as the 
functions and responsibiilties of the Federal Reserve System were concerned, 
the Board had no comment to offer. 

The Board now states that section 4(d) constitutes “a major departure from 
a basic principle of banking.” We do not believe that this proposal represents 
any departure from basic principles of banking. This proposal merely recognizes 
that the loans referred to are in fact commercial loans which are not predicated 
upon the value of real estate. 

In the table which we have furnished to the committee concerning State laws 
regarding the percentage of appraised value which State banks may lend against 
real estate security, there are listed 17 States which contain no such statutory 
limitations. It is this facet of the present Federal law that most frequently 
prevents national banks from taking mortgage security on manufacturing or 
industrial plants. In addition, the State of Michigan has a statute, adopted 
in 1958, which states that: 

“Loans made to industrial or commercial business where the bank looks for 
repayment out of the operations of the borrower's business, relying primarily on 
the borrower’s general credit standing and forecast of operations, with or with- 
out security, but wishes to take a mortgage on the borrower's real estate as a 
precaution against contingencies, shall not be considered as real estate loans 
within the meaning of this section but shall be classed as ordinary commercial 
loans.” 

The State of New Jersey has a statute which provides that: 

“A loan secured by a mortgage upon real property or upon a lease of the fee 
of real property shall not be deemed a mortgage loan for the purposes of this 
article if such loan shall be warranted by— 

“(1)the financial condition of one or more persons directly or indirectly 
obligated for the repayment of such loan, or 

“(2)the financial condition of one or more persons directly or indirectly 
obligated for the repayment of such loan and other security given to the 
bank for the payment of such loan, or 

“(3) other security given to the bank for the payment of such loan.” 

The State of Ohio has a statute which provides that: 

“Loans made to established industrial or commercial businesses which are in 
whole or in part secured by real estate are not subject to this section with 
respect to the percentage which the loan shall bear to the appraised value of the 
real estate. The provisions of any such loan shall require the reduction of the 
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principal amount of the loan within 3 years after the making of such loan 
to an amount within the limits, in terms of such percentage of such appraised 
value at the time of making such loan.” 

We have no doubt that a perusal of the statutes of other States would dis- 
close similar provisions permitting loans of this type to be treated as commercial 
rather than real estate loans. 

This office does not agree that enactment of section 4(d) “could lead to a 
tendency” to consider all business loans supported by real estate security as 
loans based on the general credit of the borrowers. Under its terms it would be 
confinied to loans made to manufacturing and industrial businesses where the 
bank looks to repayment out of the operations of the borrower's business, rely- 
ing primarily on the borrower’s general credit standing and forecast of opera- 
tions. This merely recognizes the fact that loans of this type are in fact not 
real estate loans, since they are not based upon the value of the real estate. 

In the event a bank had to foreclose upon the property it would be faced with 
the problem of trying to find another manufacturer to operate the plant, and 
if it could not do so the plant would have only salvage value. 

A mortgage on a manufacturing or industrial plant does, of course, furnish 
additional safeguards to a lending bank. It has both tangible and intangible 
values. Enactment of this statute permitting national banks to take mortgages 
on industrial plants in connection with working capital loans would, we believe, 
enable banks to make loans to small manufacturers that they might otherwise 
not be willing to make. 

Restrictions on payments of dividends—The Board suggests that the change 
which enactment of section 22(a) would make in section 5204 of the Revised 
Statutes (12 U.S.C. 56) would produce inequitable results in some situations, 
and it cites examples in support of its conclusion. 

The Board’s comments misconstrue the purpose and substance of the change 
which would be made. The Board states that presumably the purpose of the 
proposed new sentence is to give greater freedom, with respect to dividends, 
to a national bank that has built up its surplus account until that account exceeds 
the amount of its capital stock. The fact is that the change in language in 
section 5204 is not designed to, and does not make any substantive change in 
existing law, but is designed to clarify and make intelligible the language of 
Revised Statutes, section 5204. We have consistently interpreted the words 
“net profits then on hand” as used in section 5204 to include all capital funds ex- 
clusive of (1) the actual capital account, (2) that portion of the surplus account 
which is equal to the common capital account, and (3) reserve for contingency 
accounts. In other words, we have taken the position that that portion of the 
capital structure accounts which constitute net profits legally available for pay- 
ment of dividends consists of (1) the portion of the surplus account which is in 
excess of the amount of the common capital account, and (2) its undivided 
profits account. With respect to reserves we have taken the position that a 
board of directors is free to transfer all or any portion of a reserve for con- 
tingencies account to the undivided profits account, but that such a transfer 
should not be made on an unsound basis. 

Thus it will be seen that the proposed change would state explicitly the exact 
position that the Comptroller has maintained for many years as the correct 
interpretation of existing law. This is fully set forth in paragraph 6305 of the 
“Digest of Opinions of the Office of the Comptroller of the Currency Relating 
to Operations and Powers of National Banks,” which is furnished to every 
national bank for its guidance. A copy of this paragraph is enclosed for your 
convenience. 

(Par. 6305, referred to above, appears at the close of this letter.) 

Under these circumstances it is readily apparent tht the examples cited in 
opposition to the change could be cited equally in opposition to the existing law. 
This law has remained substantially unchanged since its original enactment in 
1864, but problems of this nature have not arisen. The truth is that there is no 
practical inequity problem involved as bankers never lose sight of the need to 
inaintain flexibility in undivided profits and reserves so as to assure continued 
ability to pay justifiable dividends. During the many years the Comptroller has 
interpreted the present provisions of R.S, 5204, in this manner, to our knowledge 
no national bank, nor any State bank member of the Federal Reserve System, 
has experienced any difficulty in paving a dividend that could be warranted in 
the light of its condition and undivided profits available for such purpose. The 
adverse examples cited by the Board of Governors of the Federal Reserve Sys- 
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tem simply have not occurred over many years in the past. We are positive that 
national banks will not find the proposed amendment detrimental to the interests 
of their shareholders. 

The suggestion of the Board that if section 22(b) of H.R. 6093 is adopted, the 
limitations of R.S. 5204, will be unnecessary we do not believe should be adopted. 
The purpose of section 22(b) is to prevent a national bank from paying excessive 
dividends in any 1 year. It would prohibit the payment of dividends exceeding 
net profits over a 3-year period, whereas the determination of whether dividends 
may be paid under R.S. 5204 depends upon the current situation of the bank. 
Section 22(b) does not take cognizance of statutory bad debts as does R.S. 5204. 
We believe it to be essential that before payment of dividends there should be 
prior elimination of bad debts from net profits and reserves on hand. We would 
not recommend the elimination of R.S. 5204. 

For the reasons stated we believe that the reservations expressed by the Board 
are not warranted, and that the suggestions made by the Board of Governors of 
the Federal Reserve System should not be adopted by the committee. We urge 
the enactment of H.R. 6092 and H.R. 6093 modified as suggested in our testimony 
and that of the Federal Deposit Insurance Corporation. 

Very truly yours, 
L. A. JENNINGS, 
Acting Comptroller of the Currency. 


C. DIVIDENDS 


6305. Legality of declaration and payment of dividends 


The principal problem for national bank directors to consider in determining 
the legality of a proposed dividend is the question what constitutes “undivided 
profits then on hand” or “net profits of the association” as used in R.S. 5204 
and R.S. 5199 (12 U.S.C. 56, 60). R.S. 5204 reads, in part, as follows: 

“If losses have at any time been sustained by any such association, equal 
to or exceeding its undivided profits then on hand, no dividends shall be 
made; and no dividend shall ever be made by any association, while it 
continues its banking operations, to an amount greater than its net profits 
then on hand, deducting therefrom its losses and bad debts.” 

A bank’s “undivided [or “net’’] profits then on hand” include all capital funds 
exclusive of (1) the actual capital account, (2) that portion of the surplus 
account which is equal to the common capital account, and (38) reserve for 
contingency accounts. In other words, the following capital-structure accounts 
constitute a bank’s profits which are legally available for payment of dividends: 

1. That portion, if any, of the surplus account which is in excess of the 
amount of the common capital account. 

2. The undivided-profits account. 

A bank’s “Reserve for Bad Debts,” or its unallocated charge-off account 
against loans, may be used only to absorb “statutory bad loans” (see Para- 
graph 6330) and loan losses, thereby freeing a correspondingly larger portion 
of the undivided profits, as constituted by the two accounts enumerated above, 
for the payment of dividends after deducting therefrom any remaining statu- 
tory bad debts and losses. However, the “Reserve for Bad Debts” and unallo- 
cated charge-off accounts against loans are not “undivided profits then on hand” 
in the sense that they constitute funds out of which dividends may be paid. 

An unallocated charge-off account against bonds occupies the same position 
as a similar account against loans. It is available for use only in absorbing 
statutory bad bonds or bond losses, and does not constitute “undivided profits 
then on hand” out of which dividend payments may be made. 

Reserves for Contingencies may be used to absorb statutory bad debts or 
losses in the assets against which they have been earmarked, or, if not ear- 
marked, statutory bad debts and losses of any character; but they do not con- 
stitute “undivided profits then on hand” out of which dividend payments may be 
made. A board of directors is free to transfer all or any portion of a Reserve 
for Contingencies account to the undivided-profits account, but such a transfer 
should not be made on an unsound basis for the purpose of legalizing the pay- 
ment of a dividend that otherwise would be illegal. 

Depreciation reserves against Banking House or Furniture and Fixtures, and 
reserves or unallocated charge-offs for the amortization of bond premiums, are 
not involved in computing a bank’s “undivided profits then on hand” for divi- 
dend-legality purposes. Neither is an unallocated charge-off against Other 
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Real Estate, except to the extent that it absorbs losses in the other-real-estate 
account. 
The following examples may clarify the foregoing discussion : 
Net profits 


on hand 
2g es RSE AE Gee ee ea Ae a ee ee RCI EE, $100, 000 0 
LUT, RIES, PS “ec ae eae ee Sarna ean Se Ve ae 100, 000 0 
eh Ee ee ee ee eee 8,000 $8, 000 
Reserve for contingencies (bonds) _---_________________ 6, 000 0 
eg Se a aan ey aA, Se, PEE RTE 6, 000 0 
8, 000 
RNG CRONIN Bolts oe Soke ee ee ee a 21, 000 
CO 8 BR RE ee ae ee ee Pere ee eee weet ehh 0 
21, 000 
1008 Senerve- for bad debie... 22 oS 6, 000 
15, 000 


In this case, payment of dividends in any amount would be unlawful, as net 
joan losses exceed the Net Profits on Hand. 
Net profits 


on hand 

RT 1 Eee 2 See: ee ec Ree OSS eee MS AR a atit oe $100, 000 0 

ci i REN LU Ao EE eo ELIE Rhys atte oe 120,000 $20, 000 

OO Se ce, ae enn mm ie een 0d 20,000 20, 000 

Unallocated charge-off : 

Re SO ie i a 8, 000 0 

i MON tc dee ie eaten ake Loa 5, 000 0 

40, 000 
ROM ERGOT Sa iicsinn 3 acd igs cis sas alte Bare Same 10, 000 
SPOT WA TORN. oe es i a 35, 000 
a |) 1) ee Ee Sse eS aaa ay iene Wmv t 8, 000 
53, 000 
Less unallocated charge-off on loans and bonds________ 13, 000 
40, 000 


In this case, payment of dividends in any amount would be unlawful, as net 
losses and statutory bad debts fully absorb the Net Profits on Hand. 


Net profits 


on hand 
AE Sea ea eae OS eee A Oy SUN Paper sr 66>) , Ca eS CRs) Pea $100, 000 0 
SSS SE EOI ee CEU SE Te 50, 000 0 
Es: ee | See eee aD UNE Less ee Oy 40,000 $40, 000 
moeerve for Dad Gebts oe ee ee bee 10, 000 0 
40, 000 
ne (OURRE Yee nt bcek be oe a 30, 000 
Ge ORR es Ere 89 Ms cet eee ee) SSA es 8, 000 
38, 000 
seen reserve Tor Wad Gee. ae ai oh kelide A 8, 000 
30, 000 


In this case, the bank could legally declare a dividend not in excess of $10,000 
(that is, Net Profits on Hand less net losses), assuming one-tenth of net profits 
for the preceding half year had been transferred to Surplus prior to the above 
computations ; see Paragraph 6310A. 
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Net profits 
on hand 


i clara d An iaaibbinns Oe atelsess eel asabbars tsiayh uate siminoles $100, 000 0 
a i ile hiss ensslec fit 200, 000 =$100, 000 
ESET a ee ee 50, 000 50, 000 
Reserve Tor bad debts................ arene Cree eee 20, OOO 0 
Unallocated charge-off on bonds...-.....-...--__---- 35, 000 0 


150, 000 


EE SE a ee ae Ona ot 75, 000 
NN Ee cae RTE ET 0 
NEEL LS ELITE LA Es CELE i TOT 50, 000 
EEL. I CATE 30, 000 

155, 000 
Less: Unallocated charge-off on bonds____---_-__-_____ 30, 000 

125, 000 
De CD TOO ENNEE CROTON oo ic mre crcnwemancmnn 20, 000 


105, 000 
In this case, the bank could legally declare a dividend of $45,000, representing 
the remaining Net Profits on Hand after deducting the $105,000 of statutory 
bad loans and loan losses not provided for by the Reserve for Bad Debts and 
Unallocated Charge-Off. 
* x Be ok * Be * 


In addition to the foregoing, it should be borne ip mind that no dividends 
may be declared or paid on common stock until cumulative dividends on any 
outstanding preferred stock have been paid in full (section 302 of the Act of 
March 9, 1933; 12 U.S.C. 51b), and that no dividends may be paid if the bank is 
in default on the payment of any assessment due to the Federal Deposit Insur- 
ance Corporation (section 18(b) of the F.D.I. Act; 12 U.S.C. 1828(b) ). 


STATEMENT OF THE CHAMBER OF COMMERCE OF THE UNITED STATES TO A SUB- 
COMMITTEE OF THE HOUSE BANKING AND CURRENCY COMMITTEE ON H.R. 6092 
AND H.R. 6093 


The Chamber of Commerce of the United States urges enactment of H.R. 
6092 which would amend the lending and borrowing limitations currently applied 
to national banks and would authorize the appointment of two additional Deputy 
Comptrollers of the Currency. The National Chamber also supports H.R. 6093, 
which would amend the national banking laws to clarify or eliminate obsolete 
and ambiguous provisions. 

The National Chamber supported provisions in the Financial Institutions 
Act of 1957 which would have amended the regulations on lending limits of 
national banks. These provisions, now embodied in H.R. 6092, are designed to 
remove restrictions of present law which have come to handicap national banks 
in aiding the special financial problems in several business fields of broad 
economic importance—frozen food, dairy cattle and real estate development. 

The liberalization and modernization of present laws pertaining to real estate 
loans by national banks as proposed by H.R. 6092 is of particular urgent neces- 
sity. The laws are antiquated in the light of modern industrial development 
practices. Massive shopping centers and new plants require firm commitments 
from responsible lenders to take permanent loans with the resulting problems 
of providing working capital loans under term-loan agreements. Furthermore, 
the present restrictions on the total amount of construction loans a bank may 
legally make is unrealistic in view of other safeguards and present-day con- 
struction costs. 

The change proposed in H.R. 6092 will allow national banks to compete with 
State banks in the financing and construction of industrial and commercial 
facilities and preserve the dual system of banking. 

The National Chamber also approves the following liberalized provisions in 
national bank operations as contained in H.R. 6092, that would— 

1. Increase from 10 percent to 25 percent of capital and surplus the 
amount of obligations which may be acquired from a single borrower if 
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they are secured by insured refrigerated or frozen readily marketable 
staples. 

2. Increase from 10 percent to 25 percent of capital and surplus the 
amount of obligations which may be acquired by a national bank from a 
single borrower arising out of the sale of dairy cattle when the obligations 
bear the full recourse endorsement or unconditional guarantee of the seller 
and are secured by the dairy cattle being sold. 

3. Permit any obligations, whether or not in the form of notes, secured by 
U.S. Government obligations to be acquired up to 25 percent of the national 
bank’s capital and surplus. 

4. Set a limit of 25 percent of capital and surplus on the total amount of 
consumer installment paper, whether negotiable or nonnegotiable, which may 
be acquired from a single dealer. This limit will not apply to obligations 
where the bank relies on the credit of the original borrower, if a bank officer 
executes a written certificate to that effect. In that case, the usual limit of 
10 percent of capital and surplus would apply on all loans to that particular 
borrower. Under present law there is no limitation on the amount of 
negotiable consumer installment paper which could be acquired from a 
dealer. Nonnegotiable consumer paper could only be acquired under present 
law up to 10 percent of capital and surplus. 

These changes in some measure meet the growing demands of business for im- 
proved banking services, which over the past have been limited by outmoded 
laws. 

Further, the National Chamber approves of the addition of a fourth and fifth 
Deputy Comptroller of the Currency, if in the judgment of the Comptroller, one 
or both of these two positions are essential to the adequate discharge of his 
responsibilities. The Comptroller’s staff is paid out of the assessments on na- 
tional banks and Government appropriations or expenditures would not be 
required. 

The workload of the Comptroller’s office has increased greatly during the past 
several years. New methods of doing business and new ways of serving cus- 
tomers are constantly sought by national banks and this leads to an additional 
workload. An additional two deputies would permit more time to be spent on 
the important problems of banking supervision, which develop as competition 
within the banking industry mounts. 

The National Chamber urges the Congress to recodify and remove obsolete and 
ambiguous provisions, and otherwise to revise the laws in an effort to modernize 
and update existing rules and regulations. Enactment of H.R. 6093 would ac- 
complish, in part, this congressional task and would serve to simplify and make 
clear the laws pertaining to the banking industry. 

In summary, the National Chamber supports the two bills before this sub- 
committee, H.R. 6092 and H.R. 6093. 


STATEMENT OF Ropert A. HOLLOWAY, CHAIRMAN, REALTORS’ WASHINGTON 
COMMITTEE OF THE NATIONAL ASSOCIATION OF REAL ESTATE BOARDS 


Mr. Chairman and members of the subcommittee, I appreciate this opportunity 
to testify on behalf of the National Association of Real Estate Boards with 
respect to section 4 of H.R. 6092, introduced by the chairman of this subcom- 
mittee, Congressman Paul Brown. 

Section 4 makes several changes in the present authority of national banks 
to make real estate loans. I shall discuss them in the order in which they appear 
in the bill. 

1. Subsection (a) of section 4 of the bill would permit national banks to 
make real estate loans secured by leaseholds where such leaseholds would run 
at least 10 years beyond the maturity of the loan. This is a desirable change 
in the light of experience of many builders in metropolitan areas who are 
finding choice sites for apartment house construction but on leaseholds rather 
than on fees. The proposal certainly poses no danger to the bank’s security 
and is far more realistic than the present requirement that the lease run 
for 99 years and be renewable or have a period of not less than 50 years to 
run from the date the loan is made. 

2. Section 4(b)(1) increases from 6624 percent to 75 percent the ratio of 
loan to value of real estate loans made by national banks. This is a commendable 
proposal and certainly consistent with similar increases in such ratios to 90 
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percent by federally chartered savings and loan associations, Also, the New 
York State Legislature has recently enacted a measure authorizing State- 
chartered savings banks, and savings and loan associations, to make real estate 
loans anywhere in the State up to 90 percent of value, and last year insurance 
companies in that State were permitted to lend up to 75 percent on conventional 
single-family homes. 

In the light of these changes, reflecting a growing confidence in low-down- 
payment home financing—the legacy of 25 years of experience with FHA— 
it would seem most desirable to permit national banks to make real estate loans 
at least up to 75 percent of value. Greater participation by national banks in 
lower downpayment financing will increase home ownership opportunities, an 
objective which all of us share. 

3. We also endorse the proposal in section 4(b) (2) that the limitations and 
restrictions on real estate loans set forth in section 24 of the Federal Reserve 
Act shall not apply to loans fully guaranteed or insured by a State or a State 
authority. 

We note that many States have organized, or are in the process of organizing, 
State industrial authorities with the statutory power to make guarantees which 
have equal dignity with general obligations. Under these circumstances it 
would appear desirable to remove the limitations of the Federal Reserve Act 
as to ratios of loan to value and the percentage of a bank’s time and savings 
deposits which may be lent on the security of real estate. 

4. Section 4(c) of the bill would permit national banks to make construction 
loans up to 18 months instead of the present 9 months where there is a binding 
valid agreement for the permanent financing by a responsible lender. Our 
association endorses this proposal as a sound means for increasing the flow of 
capital into commercial and industrial construction. 

5. We also endorse section 4(d) which would permit national banks to make 
working capital loans to industrial establishments sectred by liens on personal 
and plant real estate, or in reliance upon the borrower’s general credit standing, 
without such loans being considered real estate loans and therefore subject 
to the limitations and restrictions governing such loans secured by real estate. 

This concludes our statement with respect to H.R. 6092, and we commend 
its provisions and these observations to your sympathetic consideration. 





STATEMENT OF CARL T. MITNICK, PRESIDENT, NATIONAL ASSOCIATION 
or HoME BUILDERS 


Mr. Chairman and members of the committee. I welcome this opportunity 
to discuss with you the revision of the national banking statutes. First, may 
I introduce myself. I am Carl T. Mitnick, a home builder from Merchantville, 
N.J., and I presently have the honor to hold the office of president of the Na- 
tional Association of Home Builders, the trade association of the home building 
industry comprised of some 40,000 members across the country. 

I appear before you today in support of H.R. 6092 which provides some badly 
needed amendments to section 24 of the Federal Reserve Act. 

These would (1) increase the maximum loan-to-value ratio on fully amortized 
20-year real estate loans from 6624 percent to 75 percent, and (2) exempt from 
real estate loan limitations those real estate loans which are fully guaranteed 
or insured by a State or by a State authority. 

This bill will make available an increased amount of mortgage money which 
will be badly needed in the months ahead. We are very much concerned that 
we are entering another period of mortgage shortage. Within the last week 
several significant events have occurred which indicate vital changes in the 
money market. These changes only add up to one thing—that there will be 
less investment money available for mortgages in the period ahead. 

These changes are as follows: 

1. Only last week announcement was made that five of the Federal Reserve 
banks were upping their rediscount rate from 3 percent to 3% percent. It is 
expected that the others will follow suit shortly. 

Coupled with this are other events which point toward scarcity of investment 
funds. 

2. An AA rated issue was marketed at the highest price in more than 2! 
years when Consolidated Edison offered a $75 million, 30-year bond at a coupon 
rate of 5.105 (to yield 5.05 percent). 
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3. $104 million worth of tax exempt public housing bonds were sold at 3.78 
percent. This is the highest interest since the Public Housing Administration 
began to issue such bonds. 

4. On May 29, FNMA dropped its price approximately one point across the 
board. This was due to several things. 

(a) FNMA issued $150 million in 9-month debentures priced at 4% percent. 
Proceeds were used to pay off a 1958 issue with a 2 percent rate. 

(b) Offerings to FNMA have risen very sharply in recent weeks. After 
running at an average of about 900 mortgages, for about $10 million, weekly 
through the first 4 months, here is what has happened since: 





| 
Week ending | Number of| Value (in 
mortgages | millions) 
| 


| 


Apr. 30... on _ ‘cdi = ’ atcaet . 1, 006 $13.7 
May 7.. = . Po J : Ad. 857 | 10.1 
May 14...-- piwoteeee : ‘ Ae nboteWin ihn . 1, 284 | 15.2 
SE ee eee eee ee ; , Sinaia dad aa re 4a leas 1, 705 20.1 
A aaa : ; : 4 2, 000 23.0 
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This high level of offerings reflects real difficulties in the private markets. 

5. Very recently the prime rate for commercial bank lending increased from 
4 percent to 4% percent. 

All of this adds up to real difficulties in the future in the mortgage market, 
and this coupled with a steady demand for new housing, means the pressure 
will continue to mount for a fairer share of investment money for home build- 
ing. H.R. 6092 offers ways to help meet some of the problems created by a 
tight money supply. 


STATE OF MAINE, 
OFFICE OF THE GOVERNOR, 
Augusta, April 21, 1959. 
Hon. PauLt Brown, 
House Committee on Banking and Currency, 
House Office Building, 
Washington, D.C. 

DEAR REPRESENTATIVE BROWN: I would like this letter to be considered in 
strong support of your bill, H.R. 6092, understanding that hearings will be held 
on this measure the latter part of April. 

Early in 1958 the State of Maine established a Main Industrial Building 
Authority following action taken late in 1957 at a special session of our legis- 
lature. Through this vehicle the full faith and credit of the State of Maine is 
pledged on certain first mortgages for industrial buildings, and our experience 
has proven that national banks in Maine have been operating at a disadvantage 
inasmuch as the Federal Reserve Act (12 U.S.C. 871) section 24 eliminates their 
participation in this type of loan. 

Since the activation of the Maine Industrial Building Authority, the State of 
Rhode Island has activated a similar authority and legislation is currently in 
progress in the State of Michigan for a third such authority. National banks 
in these other two areas are going to be at the same disadvantage as they are 
currently in Maine, and these States are going to feel the lack of investment 
capital due to the ineligibility of the national banks to participate in their 
program. 

For these reasons I strongly recommend to the committee passage of your 
amendment to section 24 of the Federal Reserve Act. 

With kindest regards, I am 

Sincerely, 
CLINTON A. CLAUSON, 
Governor. 
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MAINE INDUSTRIAL BUILDING AUTHORITY, 
OFFICE OF THE CHAIRMAN, 
Portland, Maine, April 22, 1959. 
Re: H.R. 6092 Section 4(b) (2) 
Hon. PaAuL Brown, 
House of Representatives, 
Washington, D.C. 

My Dear Mr. Brown: The Maine Industrial Building Authority was created 
by a special session of the legislature in October 1957 following a referendum on 
an enabling constitutional amendment. At that time this method of helping 
finance industrial expansion was an unique idea. Since then, Rhode Island has 
followed our pattern exactly and other States such as Michigan are considering 
legislation of a very similar nature. 

All of these plans are based on high-ratio loans (up to 90 percent of value 
in the case of Maine) for long terms (up to 25 years for Maine) to be made by 
regular institutional and other lenders with required payments guaranteed or 
insured by the State. Thus loans of this type become in essence obligations 
of the State relying for their quality rating not on the real estate securing them 
or on the lease rentals which provide originally for their repayment but rather 
upon the credit of the State which guarantees or insures the fulfillment of their 
provisions including the repayment over a period of time of principal and 
interest. 

Under these circumstances there would seem no question but that such credit 
instruments from a quality standpoint should be eligible for investment by 
national banks as well as other customary lending institutions. Under present 
provisions of the Federal Reserve Act, however, any such loans in amounts 
exceeding 66°4 percent of appraised value of the real estate securing them is not 
eligible for national banks. Most, if not all, loans written under this plan will 
probably come close to the 90 percent maximum allowed. 

In view of the quality of the obligations created under such programs as the 
Maine Industrial Building Authority and because national banks, in our com- 
munities at least, are most anxious to participate in this manner in our industrial 
development program, the members of our authority are very hopeful that this 
amendment to the Federal Reserve Act will be favorably received and ultimately 
adopted. 

Your consideration of our thoughts in this matter is greatly appreciated. 

Sincerely yours, 
CARLETON G. LANE, 
Chairman, 





CONGRESS OF THE UNITED STATES, 
HovusE OF REPRESENTATIVES, 
Washington, D.C., April 27, 1959. 
Hon. Pau Brown, 
Chairman, Subcommittee No. 2, 
House Committee on Banking and Currency 
House Office Building, 
Washington, D.C. 

DEAR COLLEAGUE: I am enclosing a copy of a letter which was sent to me by 
the Commissioner of the Department of Economic Development for the State of 
Maine in support of section 4 of H.R. 6092. I would appreciate it if this letter 
could be included in the record of hearings on this legislation at the appropriate 
time. 

There is considerable interest in section 4 of your bill within the State of 
Maine, and from time to time through the hearings, I anticipate that we shall 
have considerable support presented for the legislation. If there is anything I 
can do to be of further assistance, please do not hesitate to call on me. 

Sincerely, 


FRANK M. CorFIN, 
Member of Congress. 
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MAINE DEPARTMENT OF ECONOMIC DEVELOPMENT, 
Augusta, Maine, April 16, 1959. 
Hon. PAUL Brown, 
House Committee on Banking and Currency, 
House Office Building, 
Washington, D.C. 


DEAR REPRESENTATIVE BRowN: I would like this letter considered in support 
of your bill, H.R. 6092, understanding that hearings on this bill will be conducted 
the latter part of April. 

With the advent of the Maine Industrial Building Authority early in 1958, 
through which the full faith and credit of the State of Maine is peldged on 
certain first mortgages for industrial buildings, national banks withim the State 
have been operating at a disadvantage inasmuch as the Federal Reserve Act 
(12 U.S.C. 371) section 24 eliminates their participation in this type of loan. 

I believe that it is both to the best interests of the State of Maine in its effort 
to stimulate industrial real estate loans within the State and to stimulate addi- 
tional industry in general and of the national banks which desire to participate 
in this program and take advantage of these fully guaranteed loans, that the 
Federal Act be amended to so permit. 

Since the activation of the Maine Industrial Building Authority, the State of 
Rhode Island has activated a similar authority and legislation is currently in 
progress in the State of Michigan for a third such authority. National banks 
in these other two areas are going to be at the same disadvantage as they are 
currently in Maine, and these States are going to feel the lack of investment 
capital due to the ineligibility of the national banks to participate in their 
program. 

Sincerely yours, 
Frep A. CLoueH, JR., 
Commissioner. 


NEW ORLEANS, La., May 13, 1959. 
Representative T. HALE Boggs, 
Member of Congress, 
House of Representatives, Washington, D.C. 


Dear Hae: Representative Paul Brown of Georgia in H.R. 6092 is sponsor- 
ing some badly needed amendments to section 24 of the Federal Reserve Act to 
provide needed authority for certain types of bank loans, however, he incorpo- 
rates no provision authorizing national banks to make loans for off-site improve- 
ments on unimproved real estate. 

The lack of specific authority for this category of loans forces national banks 
to either refuse to make off-site development loans in conjunction with subdi- 
vision and FHA building, or forces them into making the loans in a roundabout 
manner. 

The following paragraph if added to section 24 of the Federal Reserve Act 
would bridge a most difficult gap in financing the development of raw land to 
completed homes : 

To authorize national banks to make loans secured by mortgage or deed of 
mortgage on unimproved real estate, in connection with which a subdivision 
plan has been approved by the proper local authorities, where the proceeds of 
the loans are to be used to provide laying of streets, sidewalks, and for furnish- 
ing necessary fill, grading, and utilities; provided that, upon completion of such 
improvements, owners proceed to place the property thus improved on the 
market and out of the proceeds of the sales of lots liquidate the amounts bor- 
rowed for the purposes above set forth. 

I would appreciate your passing this along to Representative Brown. 

With kindest personal regards, I remain 

Yours very truly, 
Rosert F’. Morrow. 


Mr. Brown. Are there any other witnesses now ? 

The Crerk. No, Mr. Chairman, there are no other witnesses. 

Mr. Brown. Gentlemen, we are delighted to have your testimony. 
Thank you very much. 
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Mr. Kimeret. Thank you very much for your courtesy, Mr. Chair- 
man and gentlemen. 

Mr. Brown. Mr. Corlett is in the room. Do you care to make a 
statement ? 

Mr. Corterr. Only, Mr. Chairman, that the A.B.A. is fully in ac- 
cord with these bills and also that we approve any amendments sug- 
gested by Mr. Gidney and Mr. Wolcott yesterday. 

Mr. Brown. This concludes the receiving of testimony on bills 
H.R. 6092 and H.R. 6093. 
vs The subcommittee will adjourn, to reconvene at the call of the 

hair. 

(Whereupon, at 10:50 a.m., the subcommittee adjourned, to recon- 
vene at the call of the Chair.) 
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